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PREFACE 


An attempt to explore the whole territory of economics 
with so fragile a vehicle as eight slender essays might 
well be held sufficient evidence of a diffuseness doomed 
to be superficial. If these essays made any such pre¬ 
tension, there would, I think, be no answer to the charge. 
But while their apparent range is wide, they make no 
claim to do more than survey certain aspects of their 
field, and they advisedly ignore large areas which many 
may judge to be more deserving of study. The selection 
of themes has not, howev'er, oeen a random one. It 
has been guided by the opinion that Political Economy 
and the controversies which beset it have meaning as 
answers to certain questions of an essentially practical 
kind—questions concerning the nature and behaviour 
of the economic system which we know as capitalism; 
and that this type of question is crucial both to any 
full understanding of the development of economic 
thought and to the relation between economic thought 
and practice. In the later career of a theory there is 
a common tendency for original questions of this kind 
to become submerged and forgotten, so that essential 
meaning is lost or obscured. It is the belief that economic 
thought, if It is to have realistic worth, must be freed 
of many notions to-day encumbering its roots which 
gives to these essays such unity as they can claim to 

nave, and explains their preoccupation so largely with 
interpretation and criticism. 


The book is necessarily addressed, in the main, to those 
who have some acquaintance with economic literature 
and with economic discussion. At the same time, care 
has been taken to avoid the technical preoccupations of 
professional economists, so far as the theme has allowed, 

vii 
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Chapter I 

THE REQUIREMENTS OF A THEORY 

OF VALUE 


There are those whose attitude to classical Politica 
Economy is contained in the statement that nothing n 
to be gained by examination of the elementary blunders 
of economists a century ago. In so extreme a forrr 
as this the attitude is probably rare. But there is £ 
similar, if less impatient, opinion in general currency in 
academic circles which represents the classical economists 
as the crude, if brilliant, “primitives” of their art, from 
which our contemporary sophistication has no more than 
very minor lessons to learn. While classical Political 


Economy, it is said, may have posed many questions 
rightly and yielded certain brilliant guesses at the truth, 
its technique of analysis was inadequate to furnish logic¬ 
ally satisfactory answers, and precision of thought as 
well as the solution of major problems were hindered 
by certain elementary confusions. Ricardo’s genius was 
limited by his adherence to the crude and narrow labour 


theory of value, and by his “ignorance of the terse 
language of the differential calculus”. Of Marx have 


we not been told that, taking as intellectual baggage a 
few hasty misreadings of Ricardo, he was led by com¬ 
mendable but unbalanced “sympathies with suffering” 
to positions which maturer reason must inevitably reject? 
The modern theory of value, product in the main of the 
final decades of the nineteenth century, divides the 
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• „f to rtav from that of a century ago much as 

economics of to-day tr successors 

Newton’s principles ivi e might 

from of economic science; but 

be the to So much has this belief 

become suspect, either as an 

::: a -- 

early economists were not 

misled into false mqu.r|es. E™ ' providing a more 

which originally was c ampi , . | classics had 

adequate answer to the of cases, 

propounded and as covering a greater ge j ^ 

is f^''l““/’;^.^fro‘^ 3 sy“wXcassel, that a theory of 

faCTs —ry ^nd *a. ^ all the^ requ.ite^ pr. 

positions can be ^Nt m '^told that a theory 

ernpincal theory p • tV^ncihins as functions of 
which represents exchange-relat.onshipa as lu^_^^^ 

certain human pre erenw ^e„„omics should 

haviour, is a such a theory ipso facto 

have or needs to have, and tha such a m y p 

constitutes the only theory of value »h - 
when value is /p^ppfoses or ends 

is as irrelevant as is a study of 

theory of value necessary rolationships which 

tional system which generalizes the rdatio^hip 

must prevail between 

all possible situationsProfessor iviyru 

y Die Gemeinwirtschaft, Eng. trans. as Socialism, p. m ^^9- 



REQUlRnMHNTS OF A THEORY OF VALUE 


declared that the search of previous economists for a 
theory of value, based on concepts either of real cost or 
of utility, represented an obsession with ethical and 
political questions; and that only the abandonment 
of this false search has led to the placinq of modern 
economics on a scientific basisd An American writer, 
addressing himself particularly to Socialists, has said 
that I\Iarx failed to understand the requirements of a 
theory of value, and that the modern doctrine, because 
of its superior objecti\ ity and greater generality, is more 
properly the economic theory of a socialist economy 
than the value-theory of Ricardo and Marx.- 

Clearly, any decision on such a matter, even any 
understanding of what is inv'oKed, requires an answer 
to the question: What conditions must an adequate 
theory of v^alue fulfil ? Prior even to this question, it 
may be necessary to answer a further question: What 
relevance at all has a theory of value to the structure of 
propositions which constitutes Political Economy? 

Croce has said that a system of economics from 
which value is omitted is like logic without the concept, 
ethics without duty, aesthetics without expression"? 
But this analogy is unconvincing unless the purpose 
of economic inquiry is more precisely defined. Clearly 
there are a number of propositions about economic 
events which it seems possible tc make without any 
prior postulation of a principle of value, still less of 
“adequate conditions” for a theory of value. xMore- 
over, it seems quite possible to make a number of state- 


Ehment in der Nationalokonornischen 

Doktrinbildiing (1932), Chapters 3 and 4. 

P, M. Sweezy in Ecojwmic Forum, Spring 1935 

and ,ha Economics of Karl 
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u . tLp behaviour of prices without any attention 

"r.;! coLmin, fo^al adequacy^ 

Will not the sum of such f 'J^“Xa"heory 

true itself constitute our theory of value It » ^ 

of value IS conceived of as anything more than this, doe 
u not define itself as something metaphysical, and some- 
hrnn itelevant to the positive inquiries which economists 
have in hand? Why not argue, not about formal adequacy 
but simply about the sort of empirical statements 

"wtettrnt'when o^speaks of the ^ W 

^pe of generality. One is -fe^.ng^ » 

relationship between propositions an 

which can be built upon them. It is a question of the 

W of knowledge which one’s set 

stitutes-of how tar one’s knowledge is able to reacft. 
It is a familiar fact that in the history of any branch of 
scientific knowledge inquiry has started "->* 

and classification of events within a somewhat vague 
and undemarcated field. On the basts of such classi 
fication analysis is able at a later stage to construct 

certain limited generalizations. But such 

may for long remain applicable only to a limi « 

taplle of sustaining forecasts of that -re general 
type which relate simultaneously to the majo 
Within the system and enable one to determine th 
configuration of the system as a whole. To achieve t 
latter® requires that generalizations reach a certain degr ^ 
not only of comprehensiveness, but of -finement^ A 
certain level of abstraction is required. Such 



REQiriUFMITN rs OF A TKEOin' OF VA[,IIF 

Slone in the pnth ol kiiowledi^e spiins to hu\'c been 
provided, tor instance, in cheniistry by the concept 
of atomic weight of clicmical elemems, anti in physics 
by the Newtonian law of gravitation. In Political 
Economy it seems true to say that prior to the 
publication of The Wealth of Nations the study of 
economic questions had not passed beyond its descriptive 
and classificatory stage: the stage of primitive generaliza¬ 
tion and of particular inquiries. Only with the work of 
Adam Smith, and its more rigorous systematization by 
Ricardo, did Political Economy create that unifying 
quantitative prineiple which enabled it to make postulates 
in terms of the general equilibrium of the economic 
system to make deterministic statements about the 
general relationships which held between the' major 
elements of the system. In Political Economy this 
unifying principle, or system of general statements Cast 
m quantitative form, consisted of a theory of value. 

The question of the adequacy of a theory of value, 
therefore, means the conditions which such a set of 
statements must fulfil if it is to be competent to deter¬ 
mine the equilibrium or movement of the system as a 
whole. The purely formal answer to this question is 
amihar enough. The set of statements must have the 
orm (or be capable of expression in the form) of an 
equational system in which the number of equations, or 
known conditions, is equal to the number of unknown 
variables in the system to be determined-no less and 
no more^ This, however, is purely the formal require- 
menn To sustain forecasts concerning the real world 
the theory must have not only form but also content It 
must have not only elegance but also “earthincss”- and 
what IS more concretely required when these conditions 
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arc expressed in realistic terms is less familiar, and .s, 

indeed more frequently than not ignored. 

'" An equattonal system means that ccrta.n re atton- 

shins arc defined which govern, or connect, all 
vatl^ables evtthin the system. These are the generahza- 
tions of which the theory is composed. A tormal 

condition for this equational system to 

or to have particular values assigned to them, when 
sufficient data about the situation are known '^P 
that somewhere in the system certain quantities whi 

have the character of “constants appear. The system 

as a whole is, of course, determined both by the relation¬ 
ships which the equations define and 

slants”. But in an important sense It IS the ® 

which are the key which furnishes numerical values o 

the whole. They are the data which “he" too™ m 
any particular case, enable one to calculate ( y 
of the equations) the position of all the res . 
significanee of a “constant” is not that it is necessari y 
unchanging and unchangeable,* but that it is so 
Tantit? ihich in any particular case can be known 
Mepmdently of any of the other variables m *e system 
I, 1st be something which can be postubted inc^e 

L it wer’l, from outside the system of events to which 
ffie set of equations refers; and in an important sense 

it IS on this outside factor that the w;**' 

to depend. When it is known, the shape and p 

1 Prof. Ragnar Friach baa ", 

:rriras c.u,.^bnuny, cortam oi 

have the character of “ given functions of time . (Kevicw j 
Studies, Vol. Ill, No. 2 , p. too.) 



REQUIREMENTS OF A THEORY OE VALUE 

tion” of the situation can be fully calculated, for the 
reason that the unknowns are all ultimately expressed 
m terms of their relation to it, whereas it is not in turn 
expressed as a function of any of them. The quantity 
represented as a constant is, hence, determining but 
not determined, so far as this particular context of ev ents 
IS concerned. For instance, the “gravitational constant” 
which figures m Newtonian physics expresses the ac¬ 
celeration o{ a body as (in part) a function of mass; and 
IS valid m so far as one can treat mass as something 
independent of velocity. If, however (as more recent 
concepts are suggesting), the mass of a body in turn 
vanes with its velocity, this constant is to that e.xtent 
inadequate as a basis for calculating changes in velocity 
To take a slice of the real world and to analyse it in 
this way IS equivalent to declaring this slice to be an 
solated sjstena , m the sense that it is connected with 

fin\"rV°[ only through certain de- 

these links at any moment, we can calculate what lill 
happen to the rest of this “isolated system”. As Pro- 

tr^rs o^oans “that there are 

only to the remainder of things by way of a unTrm 

systematic scheme of relationships. Thus the conception 
independence from the remainder of things, buT oJ 

nuLy; —-y 

equat.onal systems about events, and make them coherent 


B 


* Science and the Modern World, pp. 58-9. 
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,,d solvable, -ely by ob^th^^ 

inventing the , 3 ,nmmg certain thmgs to 

be mdependcnt, "er hj be 

devised, whh no tr^^ans of h ^ easy 

their formal elegance. I his ^^e real 

tame. On the other systems”. A 

lorld there are i, n,nst be subjected to 

law of value, there , criticism, can be ex 

realistic, and not J approximation to reality, 

peered to be no more ^^pe, but not every 

capable of sustaining ^be highest degree of 

type, of forecast, ^^td acbie g i.^by of the 

Jeneralhy ^^^V'^^ne serio handle. The ultimate 
phenomena which dements of practice; the type 

"’X'sHtr "hTd'Igree^of jenerd^ that one^s^ ques^ 
tions require, the easier particular, and less 

surrounding condmons whtc ^ determining the result 
to be constant. The p provided one can know 

then becomes .ip7,pp^ditions (indeed, at the 

extreme of particu y .^^ons to forecast the result, 
too few of the tdeva apparent simplicity one 
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result is given if only one knows the supply of fish on the 
spot, the ephemeral desires of housewives and the amount 
of cash which the latter at the moment have to spend. 
All of these things can be reasonably treated as inde¬ 
pendent both of one another and of the price at which 
the fish is sold. Again (to take a more long-period 
example) if one is dealing with a particular commodity 
in isolation from the rest, one is entitled to take the level 


of wages, of profit and of rent as independent factors, 
as part of the given data of the problem; and a simple 
“cost of production” explanation suffices (given con¬ 
ditions of constant returns”) to determine the result. 


'When, however, one is dealing with the generality of 
commodities, or even with large groups of commodities. 


or with a long instead of a short period of time, these 
simple assumptions break down: what in the isolated 


particular case one treated as independent factors cannot 
now be so treated. In this case one is no longer justified 
in using the level of wages, of profit and rent as deter¬ 
mining constants, for the reason that these will be 
influenced by the values of commodities as well as 
influencing them. It follows, therefore, that an essential 
condition of a theory of value is that it must solve the 
problem of distribution {i.e. determine the price of labour- 
power, of capital and of land) as well as the problem of 
commodity-values; and it must do so not only because 
the former is an essential, indeed major, part of the 
practical inquiry with which Political Economy is con¬ 
cerned, but because the one cannot be determined 
without the other. In other words, neither Distribution 
nor Commodity-Exchange can be properly treated as 

isolated systems”. To express it more generally, a 
principle of value is not adequate which merely expresses 
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value in terms of some one or other particular value; 
the determining constants must express a relaUonshtp mth 
some quantity n-ltich is not itself a value. This was the 
reason for which Ricardo rejected mere supply and 
demand” explanations, and Marx scorned the cost of 
production” theory of J. S. Mill: because such theories 
sought an explanation of value in terms of quantities 
which could only be treated as independent in circum¬ 
stances which precluded the principle from having the 
requisite generality; in Mill’s case in terms of a given 
level of wages and rate of profit for which he adduced no 
independent principle of determination^ This was the 
reason too why Ricardo was so concerned to demonstrate 
the unsuitability of Malthus’ attempt to represent the 
value of commodities in terms of the value of labour- 
power,^ and why Marx so brusquely set aside the 

relativism of Bailey.^ 

There is a further requirement which deserves 
explicit mention if only for the reason that it so frequently 
passes unobserved. It seems clear, from the nature of 
its subject-matter and the type of statement which it is 
required to make, that an economic theory must be 


Cf. below, pp. i 6 and 137 . 

* Cf. below, p. Sgf. f j 

» A writer recently commenting favourably on Bailey has referred to 

" irrational disquisitions which depend upon a qualitative or momst 

conception of the nature of exchange-value" and regrets that value- 

theory “ has not been more influenced by the proposition that the 

objective exchange-values of a commodity are to be found in ^e other 

commodities for which it can be exchanged (and not in some different 

inherent quality)". (Karl Bode, in Ecotiomiai, Aug. i93S ) ^ 

ment would seem to miss the essential issue in the criticism of Bailey. 
It may be perfectly proper to dcfim- exchange-value as " the other 
commodities for which (a given thing) can be exchanged "; and it was 
so defined by Ricardo and Marx. But it docs not follow that a deter¬ 
minate theory of value can be cast purely in such terms. 

10 



requirements of a theory of value 

quantitative in form. If this is so, it is necessary that 
he determining relation or relations which figure in 
the equational system should be capable of expression 
m terms of quantitative entities in the real world 
They must be translatable into actual dimensions which 
can be factually apprehended and known This is 
elementary; but it is not always observed bv those 
who construct principles on purely formal lines.^ This 

toZHZ ^ theory of value needs 

sinol H- ^ .^^change-value of commodities to some 
single dimension or real entity; although in practice 

jt may work out that this has to be done Bu 

to permit any full quantitative statements to be 

de, such governing dimensions or entities to which 

relateT'^^ ''^”^^ connected must themselves be 

ated in a way that enables them to be reduced to a 

fnnrf f ^ ^ Commodity as some particular 

function of two quantities, . and zi, one would need to 

now how u and ^ were themselves related for one’s 
atements to have any precise meaning. (If we were 

whether a was greater than ^ to state 

«.) This is si^^;rL .hat t Ind 
capabie of nulricai exVre^on Fn 

uTd1n77dtho;' 

further condition or 
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,crm to the nvo elements of cost. And for this purpose 
i, would not be legitimate to assimilate '“^our and 
abstinence or man-power and nature m terms of their 

minine constants, or the knowns of the Problem, 
dependent on the unkno^^-ns which were to be deter- 
n.Tned Similarly, a principle whieh made value a 
funetion of “desire” and “obstacles would need to 
Lelude some such condition as the postulate that m 
equilibrium the differential coefficients of desire a 

is evidently the meaning of Marx s ™phas,s n the 
much misconstrued opening chapter of Dus Kapital o 

the necessity of finding some uniform quantity, not itself 

a value, in terms of which the exchange-value of com¬ 
modities could be expressed; as it is clearly also th 
explanation of Marx’s statement in a letter to Engels tha 
in his opinion, the major contribution of his first volu 
was the separation of labour-power and labour -the 
former a commodity represented m its value and e 
latter an objective representation of human activity an 
an entity capable of independent quantitative expression. 
This seems to provide the reason why the two 
value-theories which have contested the economrc held 
have sought to rest their structure on a quantity whic 
lay outside the system of price-variables, and independent 
of them; in the one case an objective element in pro¬ 
ductive activity, in the other case a subjective factor 

underlying consumption and demand. 

This crucial “value-constant” classical Political 

Economy found in a relationship of cost. The exch^ge- 
value of a commodity was defined in the purely relative 

‘ Correspottdence^ pp. 226 and 232- 
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requirements of a theory of value 

sense of the amount of other commodities for which it 
was customarily exchanged. But a determinate solution 
for this system of exchange-ratios was sought in the 
principle that these ratios were governed ultimately bv 
the quantity of labour required (in a given state of 
society and of technique) to produce the commodities 
m question. It was this solution which constituted the 
famous labour-theory of value. Prior to Ricardo this 
principle was not enunciated in any complete or clear- 
cut form. Frequently, indeed, it was formulated 
obscurely, and even ambiguously; Adam Smith havin^r 
referred both to the amount of labour and also to the 
j labour used in production.^ As used by Ricardo 
and Marx the conception of labour was an objective one- 
labour being conceived as the expenditure of a given 
quantum of human energy; even though it was later to be 
ranslated into subjective terms as a mental “sacrifice” 

or psychic ‘pain” involved in work. Viewed objectively 

m this way, the determining relation was a technical one 

technical situation 

It would be a given factor, synonymous with the degree 
of labour-productivity, and independent of the value of 
hour-power {t.e. the wage-level). Moreover, it was a 

which it 

what everything costs tn th^ ' everything, 

and trouble of acquirine it ” >'■ the toil 

Ricardo con.ienrgl"this 

not (of) the quantity of Uhl h sometimes speaks 

object, but the quantity wh ^h bestowed on the production of any 

these were two equ'yaUnt in the market: as if 

had become doubly efficienrheT^'la^’ because a man’s labour 

quantity in exchange foU’ Tp" " -cessar.ly receiye twice the former 
(Ed. Bo„„, p. 

dear because it will commanH a ^ ^ commodity is 

only dear when a great quantity ha^sT^ q'fntity of labour; I say it is 

great quantity has been bestowed on its production.” 

13 
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vplalion capable of ■'comfant returns" it 

•‘leas”. “ lea' the productivity of 

was independent also o e ^ commodity b would 

'"„“ffcct“d“2ther much of a was demanded 

InThttle of b, or much of * ‘‘"’'ftriue-ratios with 
■Phis principle of the “„^ich defined the 

labour-ratios rested on “ an exchange- 

nature of the ominan characterized by the 

society. In an exchang - mobility of 

division of labour, by ^hat labour was 

resources, competitioit production in 

distributed between t e equal It depended, 

such a way that these equdibrium 

therefore, on a P"™™' ^ J^d on the conception of 

the level of wages as But the 

quality, thoug important qualifications. 

statement was subje ^^j^der 

First, with respect to an ’ production 

inarginal conditions o pro - conditions being 

under the leas. = J'^ust be so ,n the case 

utilized at the ume. Thts "<*0 ,he 

of any form of cost-theory. Uhour 

,n,por,an. simplifying J, product.on was 

to capital employed tn d.ffer nt bnes rf 

everywhere equal. ^ ^ ^i^^t later economists 

would have called umform.ty of the tec 

efficients”. This assump.ton ''c.change- 

only an abstract approximation to ^ 

be fatal to the theory; and was the onus of Bohm Ba . 

Id 



REQUIREMENTS OF A THEORY OF VALUE 

criticism of Marx. But all abstractions remain onl^ 
approximations to reality: this is their essential nature; 
and it is no criticism of a theory of value merely to say 
that this is so. Whether such assumptions are permis¬ 
sible or no is a matter of the type of question, the nature 
of the problem, with which the principle is designed to 
deal. The criticism only becomes valid if it shows that 
the implied assumptions preclude the generalization 
from sustaining those corollaries which it is employed 
to sustain. It is frequently said that Ricardo, at least in 
the first edition of his PTinciplcs, did not appreciate the 
importance of his implied assumption. It has even been 
suggested in the case of Marx that he did not notice the 
crucial qualification, and that he then wrote his third 
volume to evade a difficulty which he had not pre¬ 
viously observed; with the result that he produced a 
substitute theory which was indistinguishable from the 
“cost of production” theory of Mill.^ But these are 
rash and ill-founded presumptions. It is altogether more 
reasonable to suppose that Ricardo gave cursory mention 
to the qualifying assumption in his first edition, not 
because he did not appreciate it, but because he con¬ 
sidered it unimportant for the purpose of the main 
inquiry he had in hand. It is too seldom remembered 
to-day that the concern of classical Political Economy 
was with what one may term the “macroscopic” problems 
of economic society, and only very secondarily with 


. / incorrect is sufficiently shown bv the iact ■ 

Published many years before the first volume 
of Marx pointed out that a rise of wages would have a different 

effect on different industries, causing the price of eood<i tr. r;c 

»d actually to fall i„ o.he,. owinj .LTacUta ’ ,L “"t 

Tbel'ow.'’r73'° ° 
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- ” nroblems in the shape of the movements 

-microscopic pi Ricardo, at any rate. 

:,t particular J ^nciple was adequate to deter- 

,j,d ^'hat others ™s 

mme the latter, du nroblems of distn- 

first and foremost concer revenues 

but.on--tv,th the w,fh commodhy- 

of society, rent, pro ^ concerned not 

values in relation to t • broad classes 

..ith particnlar and manu- 

of commodities, sue i g money 

factures, or pj of problem he considered his 

approximation » ^blem retired,' So 

of generality n Inch problem so far as it 

it was with Marx m When he approached the 

was covered m h.s volume C J"hen PP 

problem of “"Approximation in the shape 

HI by means of “ bl'C h had this 

of his theory of the price P^ roduction theory 
essential difference ro latter because it had left 

of Mill Marx "ad described 

cost of production as consisting h 

labour used plus an average .h, rate of 

ing any exp anatm^ theory of the “price of pro- 

Ltion” profit figured as a quantity determined 

‘ Ricardo wrote to should rather 

inquiry irrto the m determine the division of the 

be called an inquiry into thu la formation. 

produce of industry to his Prwciples he wrote i 

(Letters to Malthus, p. „uiate this distribution, is the pnncipa 

•‘To determine the laws which regulate tms a 

problem in Political Economy. 

* Cf. below, p. 137- 

10 



REQUIRFMENTS OF- A THEORY OE VALUE 

of the law of the first approximation, as [ircsented in 
volume I, profit depending on the surplus or ditferenee 
between the value ot labour-power and the \aluc ot 
finished commodities. In this crucial respect the second 
approximation depended on the first (as, for example, 
do the successive approximations of the law of projectiles 
in physics), and was not a contradiction of it in its 
essentials. The solution ot the “microscopic” problem 
was conceit'ed as dependent on the solution of the 
“macroscopic” problem; microscopic phenomena as 
ruled (with appropriate modifications) by the macro¬ 
scopic law. The theory of gravitation is not rendered 
absurd and useless merely because it requires substantial 

modification to explain why airships and aeroplanes can 
rise in the air. 

The essential importance of this labour-principle was 

that It could be employed to determine the value of 

labour-power itself (under certain given conditions). 

The key question as both Ricardo and Alarx saw it was: 

What determined the difference between this and the 

value of commodities in general? For instance, if wages 

rose, would this difference be narrowed, or would the 

price of commodities rise pari passu ? On this difference 

profit and in turn the rate of profit depended. If this 

could be determined, then, not only was a key afforded 

to the problem of distribution—to the variation of class 

revenues—but the constituent elements of Mill’s “cost 

of production” and Marx’s “price of production” were 
also determined. 

This, it may be said, is still to approach the matter in 
a formal way. Any principle may be made formally 
consistent at a sufficient level of abstraction; but that 
IS not to say that it has realistic worth. Why should 

17 
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cost-theon' of value based on have a 

only one of the cost-theory that one 

-€rEnd -- 

“rJriLrXher^t mllng abstraction of 

of trftd'a- 

rnLrCturrr »-- 

*'lnre''casVonafd‘'or°capftal clearly there 

S would have exceeded any of *ose winch - 
Tharged against the labour-theory. Classical Political 
Economy was already focussing attention on the non- 

reir m th"y of iS'aW "1^0 

SsSSa^^^rlSltro^aW. , 

capital there was the more crucial objection that it is 

itself a value, depending upon other values, 

on the proHt to be earned. How, then, could this quantity 

be used as basis for a determinate explanation of profi^ 

If, on the other hand, the term were to be taken ^ 

^cr ffi'^ffisrera^^oLt; 

i 8 



REQUIREMENTS OF A THEORY OF VALUE 

combination of these factors to form a composite cost- 

j 1 objection that there is no 

discoverable common term by which these diverse quanti¬ 
ties could have been related; and such a principle would 
have remained vitiated by an essential dualism. How for 
instance, even if acres could be taken as homogeneous, 
could one relate man-hours and acres and capital-units? 

But there is a practical reason which is more decisive 
than this. That labour constitutes a cost in a unique 
sense was, of course, an assumption. But it was an 
assumption born of a particular view of what was the 
essence of the economic problem. As such it was not an 
arbitrary definition, but an attempt to depict the essential 
shape of real events; and by its adequacy in doing this 
It must ultimately be judged. Any theory of value 
necessarily constitutes an implicit definition of the 
general shape and character of the terrain which it has 
ecided to call economic”. The crux of the economic 
p oblem, as this theory represented it, and as it had been 

uTttTto ^ ^im '^ith 

oCsn T "^der various 

hlTl stages of history. As Petty 

weair ‘he mother of 

activity and the contrast between human 

human activity being endowed with primary significance 
3 the mittator and begetter of change and ® neZe 
If when we speak of the economic problem we refer noi 

to 'iniclr 0™“'"’ 

which S 'f'" '■"ious forms 

of httmv f ™Sg'<= has taken at different stages 

Wh,ch does not .nclude this ever-changing rela.ionsh.p bt 
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tween labonr ^uStkm"" ■ And ^ «<= 

seek to give any quantitat P to see what 

-to iDan’s --^7;;;;nther than the expenditure 

of human energies ^^quis ( ^^^j-^st dis- 

to produce a certain r • between “ riches” 

ILdons .n Polmcal •"at. while 

3 „d value the crux “f ^ conu 

nature as well as numan relationship, was an 

or riches, value, bei g The 

attribute of human ac i contrast with riches, 

e-nce of '"jt 'a^ 

was conceived to be co , Labour, conceived 

in labour, by human energy, was the 

objectively as the Ricardo’s ' ’ difficulty or 

measure and th contrast between labour 

facility of production . contrast between 

and nature, conceived as which 

value and riches, '1 mobusing animal and 

the consideration tha increase his power over 

manufactures ,. ,vs the distinction between 

natural ‘.'"''"fcr :dor of mstrumen.s and labour 

labour devoted to the ere ,his is ele- 

devoted to then ,j^c, it would seem to be 

“ntirf-damental for ^ ^rer 

the real world. . ^ unique sense is, 

Whether human labour n a cost fc, 

tg::!rieddrTulhCrict,v,ty ^ itsdf didcreut, 
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ated as labour which embodies itself in tools and instru¬ 
ments and labour which is devoted to the use of these 
instruments in the direct and current production of 
commodities. But while the making of such instruments 
and their subsequent maintenance and repair represents 
a cost in this crucial sense, there is no comparable cost 
in the mere use (as distinct from using-up) of these 
instruments, or in the mere postponement of their use 
in time.i As Bohm-Bawerk himself has said (in criticiz¬ 
ing the use-theory of Interest): “it is by the passing of 
available energy into work that the ‘use’ of goods is 
obtained by man”; there is no other sense of “use” 
than the “putting forth of physical powers”, or energy; 
and “for any ‘use of goods’ other than their natural 
material services there is no room either in the world 
of fact or in the world of logical ideas’’.^ Hence, in 
basing itself on this simple but fundamental characteriza¬ 
tion of economic activity, the labour-principle was not 
merely providing a formal concept: it was making an 
important qualitative statement about the nature of the 
economic problem (a qualitative statement often confused 
with an ethical one), and imparting the implications of 
this statement to its corollaries. So also, indeed, was 
the utility-theory; although the qualitative statement 
It made was of a quite different order, being concerned, 
not with relations of production, but with the relation 
of commodities to the psychology of consumers. In 
expressing value as some function of utility, it was 
characterizing the equilibrium which it defined as an 

' The question of “ real costviewed subjectively as something 

psychological, and hence of so-called “ abstinence ”, is a different matter 
and IS considered separately below. 

“ Capital and Interest (Ed. 1890), pp. 220 and 231. 
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•fi Vi related in a certain 
equilibrium of a utility (a statement which has 

way to a “maximum M 

independent m«n.n^ q ^hicK the labour- 

.heory .mplied was „f human energies, 

relation to the ou p mean- 

and in doing so P™''"'® nss and a net product 

ing to the d.s..nct.on « ided a criterion for 

and to the concept of p 

differenttatmg one jpe ^^.hange- 

it is possible n these „„ssine of value-equiva- 

relationships which repr iitstance, the sale of 

lents from those wh income 

labour-power '"P"®'"''"* „ ajd in production, con- 

against buman -rgjes e p.^ ^3, 

trasted with the F 3uch passing of equiva- 

scarce resources, r p -^goiue by no means “neces- 

sary” in the fundamental sens ^ 

income to labour is necessa^ “ ,Lt m'achine 

of a value equal to f ■>.' f »P'“ ,f 30 radical a 

has used up (m a p ysi surely be of crucial 

distinction as *'3 ex-, > —^d.fferent 
importance m determ.. g economic changes 

income-class^s^and oalue-conception. funda- 

on them. uo place in 

mental a different value-principle they 

economic theory. ^ modern 

disappear; and concept of surplus, 

subjective theory o c gsgg,,tial meaning, and 

"t"': U’ fundamental distinction between 
different class incomes is lacking. 
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Ricardo, it may be, only dimly sensed the requirements 
of a value-theory. At least, there is no evidence tliat ht 
based it on any developed methodology. ’I'et it seems 
clear that m essentials the instinct of his robustlv ana¬ 
lytical mind was right. There is little doubt, however, 
that Mar.x w'as more fully alive to the methodological 
problem than his contemporaries and most of his suc¬ 
cessors. His analysis ot capitalist society was approached 
from the standpoint of a general philosophy of history, 
by which it can be said that the descriptive and classi- 
ficatory emphasis of the historical school and the ana¬ 
lytical and quantitative emphasis of abstract Political 
Economy were combined. More essentially even than 
with Ricardo his concern w'as whth the movements of 
the mam class revenues of society, as key to “the laws 
of motion of capitalist society” wTich his analysis was 

• , j . . ^ ^ d^o this inquiry he con¬ 

sidered his value-principle fully adequate as w^ell as 

necessaiy. That both he and Engels were well aware 

of the limitations as well as the requirements of the 

abstractions he used is suggested by the following 

p^sages, in which their mutual theory of the role of 

abstraction in thought and practice is revealed. “The 

ormuladon in thought of an exact picture of the world 

system m which we live is impossible for us and will 

always renaain impossible. . . . Mankind therefore 

hnds itself faced with a contradiction; on the one hand 

It has to gam an exhaustive knowledge of the world 

system in all its inter-relations; and on the other hand 

because of the nature both of man and of the world 

system, this task can never be completely fulfilled 

Each mental image is and remains in actual fact limi’ted* 

0 jectively through the historical stage and subjectively 
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through the physical and mental constitution of its 
maker • • Pure mathematics deals with the space 
Sts and quandty relations of the -1 wot d ha 

With material which is very real indeed. In orde 
make it possible to investigate these forms and relations 
in their pure state, it is necessary to abstract them entire y 

In a letter to Conrad Schmidt discussing specifically 

approach.ng each ^h. never « 

IhUh";" r'concep. from being directly and 
immediLely reality and reality from being immediately 

t“£lofinless goinVto declare all 

'‘’VuTk waf iirrfiiy''iea°r"s after the 

feSi^^-e "trn;:: pf ™s 

waTthe utility-theory, which seems to have germina ed 
simultaneously in several minds, being enunciated alike 

by Jevois in'this country and by Nknger and Wieser 
and Bohm-Bawerk of the Austrian Schoo . 
theory had the attraction of ingenuity and elegance as 
well L of novelty (although like most ideas, it was M 

unforeshadowed); and owed its invention in Par”° *e 

use of conceptions of the differential calculus, with 
emphasis on increments of a quantity and rates of incre¬ 
ment It seems clear that Bohm-Bawerk at any 
appreciated the problem which the classical theory had 

1 Engels, Anti-Duhring, pp. 46-7- 
’ Marx-Engeh Correspondence, p. 527 - 
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sought to solve. While lie is sparing, almost niguardh 
in paying tribute to Marx even tor torniulatnn; the 

question accurately, there is every mdicaiion that he 
framed his theory directly to provide a suiistitute ansuer 
to the questions which Marx had p,.sed. It is, at least, 
a remarkable lact that within ten years of the afipearance 
of the first volume of Kapiia/, not only had the rival 
utility-principle been enunciated independently by a 
number of writers, but the new principle was hruiing a 
receptivity to its acceptance such as ver\’ few ideas of 
similar novelty can ever have met. If only by the effect 

• economic theory 

ot the nineteenti, century would appear to have hecn 

much more profound than it is fashionable to admit. 

Utility, as something individual and subjective was 
the quantity to which value was anchored by this' ne‘w 
theory Value was expressed as a function, not of utility 
treated as an aggregate, but of the increment of utilit;- 
at the margin of consumption. In place of an objective 

relaC’^'r"’ behind production, a suljjcctive 

relation between commodities and individual states of 

consciousness was taken as the determining constant 

L ••ec‘i?“ hns said. 

nomic constants are conceived as "tlcpcndinn 

upon human consciousness".' By this means it was 
haTbeen'* generality was attained than 

was applicable whatever the technical combinatio^ns of 
factors of production might be; and so was unrestricted 

cJpitaT" ,hcomposition of 

capital . For this reason it sufficed to determine 

simultaneously and completely both the “macroscopic” 

^ Economics of Welfare, p. 9 . 
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.„d ,he “-croscopic" configuration of econom.c « 

Llnnc,r:rhu,™n:ot'lsnes; rentatncd the satne, the 

prmcipk tvould hold for any type of economic soc.e^^_ 

Jcnh:^t■: — Tf r:«e.at.on. At .He aame 

‘ d ;z:m ,r r aS ^ ri 

Mnroundins the classical principle. In particular, since 

" ”='.v-r s= 

“ r-s-. 

trbi™'L."d; e; ™«.d.. .k™.; 

b.»'..j .1 

of the distribution of income, othervv 

::h:duie comd nm 

::tr:!n^:mrr^n::iip:t-oniy ful. ap,..le . 

T society of equal incomes—m other words, to a soue y 
‘..here there is no problem of distribution 

ticl ange-ratios tvhich would rule in a communist society. 

'licTouslwss, 1 . Lt only separated his -ribu.« 
consumer from his attributes efua producer and income 
receiver but made abstraction of all social influences upo 
dual character - all reactions of the society o^ 
h" wiLpait and the economic relations into which he 
entered on his desires and ^tusions his p casures 


pains 


on ni^ .. - . Ml i.. 

'The signitkance ot this abstraction \m 
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fully discussed later; but it was clearly inevitable that the 
corollaries of such a principle should have an individualist 
bias, since an individualist description of human society 
was contained m its assumptions. Whether such a 

description is justified or not is not a formal or logical 
question but a question of fact. 


There has been some dispute as to whether utility, 
so defined, can properly be treated as a quantity at all.’ 
Into this dispute we need hardly enter, since it seems 
to have little importance for the issue in hand. The 
truth may well be that utility, though a mental fact, 
can be defined in such a way as to give it what Kant 
termed “intensive magnitudeof enabling it to be 
conceived in terms of “greater or less’’.^ Whether, when 
so defined, it is something which exists is another matter 
But for the present the question of its existence as 
an entity need not concern us. If existent it can only 
nave economic significance when objectively e.xpressed 
through an individual’s behaviour on a market—in a 
concrete act of purchase or sale. The immediate mental 
activity behind such an act of purchase is sometimes 
referred to as a “desire” (behaviourists would term it 
presumably, a behaviour-reaction) to distinguish it from’ 
the more fundamental fact of consciousness to which 
the term satisfaction or utility is applied. Here for 
long the subjective theory of value has continued to rest 
on a very slender pediment: so slender that Marshall 
hid It in a footnote. That it does so rest seems to 
tiave remained surprisingly unnoticed by many. This 
aremise consists in the identification of “desire” with 
sa^sfaction”. As Marshall said; “We fall back on the 

Cf. ail article by O. Lange in Revtetv of Econ. Studies June 
ilso a reply to it, ibid., October 1934 and W E Armct* 

Economic Journal, September 1939. ' in The 
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measurement which it 

moving force to prompt activity and 

its faults, both for „ i pmfessor 

for the identification as a sufficient 

pigou has defende commodities, 

approximation and^^a^^ consumption that are required 

irani^ijs of“food and clothing^ " this 

v;r^r> tViprf^ ts no ground tor expre ^ 

rLTcS ofufility. ani hence -StoundJ^ connecting 

value-phenomena wnh^suc^^aq^^ ^ 

'approximafio?will be part of the criticism of a later 

“ ,Y “ Sadsfacfion ” and other such deeper mental states 
entity, batistactio and foundation- 

are throw'n “ P®y*“'°^roer stuff of ’desires, empirical 
material sought . ,.„.ptions Prices are 

‘’r'^^lttmt/cenain sche'Ze; of demand-prices-of 

the resultant of market-offers; and econo- 

certain empm y ..^aialfactics” is presented as the 
S^^md of loral purity and scientific objectivity 

But is this escape a legitimate mode ® ^ f 

escane consistent with the requirements ot a tlico y 

“:Lns°c"n't Tadfadt;:t e^'h' -e-^ 

•=£.r:.5- i-r .;.:rr:ir s 

‘equations when given realistic interpretation, can con- 

‘ Principles, pp- 92 - 3 . 

« Economics of Welfare, First Ed., p. 25- 

28 



Rf-:giiiRFMi:NTS of a theory oi' \ \i.n 

sistenth sustain tho corollaries they are rec|uireil to d( 
is a diHcrcnt question. What quantity, independent ol 
value-movements, have we left on which to rest out 
system.? If demand is not to he a functKtn of utility, 
by what is it determined.? By empirically observed 
preference-scales; which have a suspicious appearance 
of being the same entity under a different title! 'i’hese 
preference-scales are not necessarily grounded in either 
any instinct or any basic rationalitv. What warrant have 
we to assume them to be creators rather than the creatures 
of market-price.? Is not much of the objection to mere 
supply and demand” e.vplanations appropriate also 
nere.^ Is it not perilously similar to an attempt to frame 
the gravitational constant” without the concept of 
mass, substituting, let us say, some such entity as the 
attractional propensity” of an object in its stead.? If 
this criticism is valid, then we are left with a formal 
technique, which can be used to e.xplore the implications 
of certain definitions and to furnish a descriptive account 
atid a classification of certain types of value-relationships- 
which can postulate realistic tendencies and make realistic 

particular problems 
treated separately and in isolation, but with respect to the 

macroscopic ’phenomena of economic society is impotent 

to pronounce judgment. An economic law is not merely 
a conditional sentence stating that if a situation be defined 

Ittribrne" q '* have this or that 

ttribute Such is no more than tautology. As Cannan 

has satd (m discussing the "law of diminisWng returns ”) * 

an economic law or tendency must state the probability 

f some actual course of events occurring. And it is to 

permit statements of this kind to be made that a law 

Theories of Production and Distribution, p. i68 et seq. 
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„alue must be adequate. Otherwise, whatever ,ts formal 

cruca. respect m 

evhtch any type of demand-theory wheAer be well or 

;„.groundcd. seems 

?r"tha, onh in «rms of L latter can the concept of 

r'r z’-"oi «iatr 

akm to .t) no ^ this is that 

rcoTt^peTncTple essentially makes some statemem con¬ 
cern,ng'^ the nature P^tyT- 

" “ dTeory is a 

sumpnon and -^^^.^commodiS lich result 

Croa-on. An,^ 

£ “r ■- 

hpnce it)so facto involves a concept ot cost cost a 

-cmd '4 to the value of what —“'." 

cannot define this contribution according • jt 

or orocess in which the contribution ongmales, smoe 
includes no statement about any productive telabonsh p 
of this kind. Hence any participant m Ptot*!;"”"^ 

at all na f j which consumers have 

directly or indirectly placed upon his services Not 
merely the labour of weavers, the wool ted to the loom , 
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the wear and tear of machines, but also the h.an of scarce 

resources represents value contributed to the produetive 

process. Even such things as “goodwill” and time and 

risk-bearing may represent \alue-contributions; since 

the latter consist in the sum total of conditions which 

are both essential to production and are scarce. If a 

thing acquires a price, it ipw facto performs a seiMce - 

the sum total of values contributed must (at least, under 

competitive conditions) equal the value of the result; 

and the whole inquiry concerning “surplus-value’’ 
becomes meaningless. 

But the inquiry' becomes meaningless because of the 
form in which the problem is stated, and not because it 
does not refer to something actual in the real world 
Indeed the concepts of cost and of surplus are not 
merely abstract categories, product of a certain mode of 
thought, but are among the most fundamental as well 
as the earliest in economic inquiry, which we meet 
with even when Political Economy was at its purely 
descriptive stage. So long as cost and gross product 
could both be represented in terms of the same thing 
the concept was easily expressed without the intervention 
of a value-theory. On a farm a certain amount of corn 
IS fed each year to the sustenance of men and of animals 
and a certain amount of seed corn is placed in the ground! 
At the end of the season the harvest of corn exceeds 
what has been used up to produce it. The difference 
^res as the surplus, or net produce, on which the 
hysiocrats placed such emphasis as the life-blood of 
soaety and the determinant of the level of civilization 
wh ch a given society could attain. But when it is wool 

I! u"" weavers, and cloth 

1C IS the result, the difference between the original 
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,nd the final quantities can only be expressed in terms of 
value d'he question immediately arises as to why such 
a value-difference should exist at all and, if it persists, 
u c it to do so Why should not competition 

either raise the original values to equal the final values, 
or lower the final value to equal the original value o ^ e 
constituent elements? ■ This problem of the creatton 
and of the disposal of this surplus-value 

Tforanv theory of distribution. The significance of 
the laboui-principle of value tvas that it gave a quan l 

be diftLent from the final value of the product. As a 

cLt-orinciple it evaluates a productive contribution in 

terms of the physical using-up of something «luc as 
tn he reolaced by human activity. It the labour or 
activity required to replace what is used up is less than 

the laboui embodied in the total P™duch a surplu^ 
emeraes The crucial question is then this, 
surplus distributed in proportion to the 
conwibution of the participants m production (in p 
coition to the share of each in the cost involved), or is 
Lme class which has made little or 
tribution successful in annexing it, an i s , 
whv’ This is no ethical inquiry alien to 
rigirous scientific definition. Yet it is an '-piiry t h- 
modern economics has successlully eliminated. It will 

I Bflhm-Bawerk. lor exanipl..-. posiU / "Why should the 

cussing the reason for a j^^re never be so strong ns 

pressure of co.rrpetinon on the ... If this 

ii:^;:n?;hrl;:r;::.:.i:;:an^ ^v.th .t the .nterest, .ouia.. 
disfippear.’ P* *7*-^ 
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be part of the argument of subsequent chapters that this 

inquiry has been eliminated, not by accident, but for a 

crucial reason; namely, that subjective economics, in 

Its obsession with demand and exchange, postulates 

little or nothing about the activity of production except 

that certain agents ot production exist which are necessary 
and are scarce. 



Chapter II 

CLASSICAL POLITICAL ECONOMY 
IT is not surprising that classic! 

r=i^rr:v:;rna:;\Sh\rt^p not^ 

the concept of ^3S ruled by 

r:”i rron .he hasu ^ch caicui^o^a 

!rrr^'nt.'r,lT„“;her«airs of nten was a_a«d 

to exist comparable to the determination of law m natur • 
In thus stressing the essential unity of economic events. 

Political Economy at the same time whic'h the 

aependence between the --"rchln^^:. iLy 

r:;™:. wart':':«t n.«^r:chain d roatea changes 
over the rest of the system; and these movements could 

be defined as having a certain form and also » 

order of magnttude in relation to the srze °f 
rmpulse. The form and ntagmtude^ 

movements were given y r u' H we have 

relations stated by the equations of which (as 

seen) the classical theory of value rn 'f;„ly 

that its theory of value was an essential smd not merely 

an incidental, feature of classical Political Economy. 

34 



CLASSICAL POLITICAL ECONOMY 

In postulating, not only the fact of interdependence, 
but also interdependence of a certain form, the theory 
held implications which were of crucial importance for 
practice. Negatively, it implied that certain types of 
explanation were inappropriate to interpret a situation, 
and certain types of action by Governments were im¬ 
potent to achieve their desired ends. Positively, it 
implied that the true explanation of phenomena \vas 
restricted to certain specific causes to which alone these 
phenomena could be directly related. 

To-day, at the distance of a century and a half, there 
is a not uncommon tendency to overlook both the startling 
effect of this conception of an economic determinism on 
the thought of its age and the crucial position which it 
occupied in the development of economic doctrine 
Ihere is an inclination to forget the fundamental truths 
embodied in the classical structure and their significance 
as a basis for simple corollaries which to-day have 
become traditional: perhaps as a basis even of any 
deterministic thought and forecast in the economic realm. 
Recent years have seen a renewal of criticism of traditional 
olitical Economy, even in some quarters an iconoclastic 
impatience to raze the classical structure to the ground 
In this reaction against notions which have hardened into 
dogmatism and become props of an apologetic system of 
oug t, there is much that is vigorous and healthy. 
Without criticism, thought stagnates and ideas shrivel 
to scholasticism; and it is true that in the heritage 

^it''T" uprooted. 

Yet with certain brands of this modern criticism 

‘‘‘^"imination; 

and there appears to lurk the danger, in rejecting all 
classical notions as product of unreal assumption^ of 
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..riking a blov.- at economic truths which may be funda- 

any forecast m the e— - to rrS" endurtng 

r t Sr : r^t fen“:i contrLmron of classical 
'p^otrc:; rtn'orny, properly ^o-c^d. with t« 

in more scholastic or apologetic ^ equivalent 

of these cla-ical corner-stones nothin^of^^^ 

calibre is pro\ided, an nnoticed there is ground 

to happen) the g»P c-eleared 

raf rLance where any miracle may nappcn y 

of chance w net > expectations can be 

conjuror of the requ s 

made to j; J,ne is to be deplored because 

h "has a end ncy to substitute doubt for dogmatic 

certainty This must be the first edect of any criticism^ 
certain y. criticism are to be 

ceiaain essential limbs of *'« f J“\='™7;e';amrdme 

^ rrc^7a“-s aS^ tTiirm^g 

several elements ^ E^^onomy-Marx who cited 
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principles adequate to fill the room of those which il 

rejects, seems destined, in the main, to be nihilistic in 
its tendency. 

To contemporaries the reii^n of law that Political 
Economy postulated was hard to credit. What could 
be believed of inanimate bodies was more difficult to 
en\ isage in the social realm, where e\’ents were the 
product of human action and of the unbound human 
will. To suggest that a system of commodity production 
and exchange could operate of itself, without collective 
regulation or single design, seemed at first incredible. 
To postulate that a system ot apparent economic anarchy 
was ruled by law seemed a miracle too strange to crust. 
How could order emerge from the conflict of a myriad 
of independent and autonomous wills.? The answer 
which the economists provided depended on the fact 
of competition. When a seller is one among many 
operating on a market, his own actions can exert no 
more than a negligible influence on the total market 
situation. He will, therefore, be forced to take existing 
rnarket-values as given, and mould his own action to 
the values xvhich confront him. Each, separately viewed 
will be ruled by, and will not be rulers of, market-values! 
Hence, if they are driven by the motive of maximizing 
their gams relative to the situation in which each finds 
himself, all will tend to respond to value-movements in 

^unijorm way. What results in the market at large will 
of course, be product of the totality of separate actions’ 
but of actions originating with individuals in a situation 
where the individual will is irrelevant, both because 
separate y it is impotent and because, with respect to 

It IS blind. It was for this reason 
that the market could be ruled as though by an “invisible 
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hand” which exacted that the hand of each served a 
purpose and achieved a result quite other *e in¬ 

dividual will had conceived and intended. This was the 
alchemy bv which private vices might compound to yield 

t"tory implied something more than .hi. It 

implied the assumption not only that the ™ ® 

each market were numerous and competed with one 
another but also that individuals and resources were 
mobile and prices flexible (at least within 

Consequently exchange-values themselves could be said 
m behave in a certain way: to observe certain uni¬ 
formities and to conform to certain .essential relation¬ 
ships.' These controlling relationships w^ere relationships 
between men as producers. The fact that -en and the 
productive resources which men handled would i 
Ltween different lines of production in search of maxi 

. True, .11 .lemeei. .a ’h'fla^ 

mine" one another (as 1 ar everything in the universe at a 

BawerkL But so its being true that (as was 

said in the previous chapter) ^ ^ itLtion - which are 

and to practice, there are hen- «ee to be singled out as 

-Uey" to all the other variables.^and^hence^a^ 

essential and elctertnm. g remarked that 

would be conceptions which only have validity m 

their application to a particular case such b 

It,, parucubi C.SC In 1 .. sen.r.l ""j i„..„c.ion ". 

,he, d.,»lv. In ih. Tin. from icfcnins lo th. 

{Anti-Diihrm, P- 29 ) “ ,-filmic factor in history as a basis 

primacy •' of pankol.r hisioric.l conical. The 

^c:;nXrc;nmcmc.lon doe. no. ^ 

i-oi..n.. ...sh 

context. 
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mum advantage ensured not only that wages and profit- 

tended to uniformity over the whole range of industry, 

but also that the ratios at which commodities exchanged 

on the market tended to correspond to the ratios of 

their real costs. This latter represented their “normal” 

or natural” values. Relations of exchange, therefore, 

reflected relations of production and were controlled by 

them. Political Economy became primarily a theory of 

production. As Marx later expressed it: “In principle 

there is not exchange of products, L ut exchange of 

labours which compete in production. It is on the mode 

of exchange of productive forces that the mode of exchange 
of products depends.” ^ 

Several crucial principles were implied in this view- 
principles which both held a central place in classical’ 
discussion and have been the particular target of recent 
criticism^ First, it implied that the quantity of money 
viewed both as a standard of value and a medium of 
exchange, was irrelevant to the determination of any of 
ehese essential relationships. Since money represented 
merc y a convenient technique of exchange, cither for 

h T “-'’“Se-rn'cmediary. it could 

rnake no difference to the essential productive relation¬ 
ships. and hence could not (in the last analysis) affect 
the system of exchange-ratios. An increase or decrease 
n the quantity of money, since it would ultimately tend 
to affect all prices equally, would leave the ration 
between them unaffected: it would simply raise or lower 
the.prices of all things (including land, labour-power and 

S befee '‘''.j: o™ -othe® the Tame 

his was used m particular by Ricardo 

^ Miser a dc la Philosophie (.847 Ed.), p. 6i. ^ 
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change of output 1 eman 1 to long-period equilibrium, given 

he s.,..s (P^ .9.) .h»> •> »0““ f b .o;»g P_ p„p„„io„ (on 

“flexible money-wages ^ total quantity of money”, L -liquidity- 

p. 168) that M =L(r) (where b • j^.ftned as money measured 

"pcfcnc. and r .He ^ ritf.our-pocycrV •» ,H.. <Ha 

in wage-units (i.e. relative to J nnecs rise proportionately 

equation embraces the case where "; ^that, where factors of 

to M. What the equation is m is capable of altering 

production are in elastic supply, an fW r. Uut the 

output, and not -^s^’fled in ignoring this possibility 
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the principle probably owes as much, or even more, to 
James Mill; it was sponsored by Ricardo and runs 
throughout the writings of the Ricardian School d 
Essentially it is to say that since exchange, which is 
a two-sided process, is ultimately to be viewed as 
a series of transactions between two sets of producers, 
each of them bartering its products against the other’s’ 
there could never be a problem of general or all¬ 
round excess of products. There might, it is true, 
be an excess of certain types of product, into the 
production of which relatively too much of the labour- 
force of society had been drawn. This would show 
Itself m a fall m the price of these particular commodities 
below their “normal value”, and the migration of pro¬ 
ducers into other industries. But if the increased 
production were general to all industries, there could 
be no excess (provided the increase were in the “proper” 
proportions), since both sides of all of the two-sided 
transactions between producers, in which exchange 
consisted, would be increased pari passu, and the in¬ 
creased desire of each party to barter his products would 
^ balanced by the increased desire of the other. James 
1 put the matter clearly and dogmatically: “The 

Chlpt tD J oToichS* 

tt: .trrs sLi rs 

rp‘‘.'s3rs -br/p’-r.tr.; 

in which .he docrinc was ttied Z in . Sp8, 

of over-production was stressed Rir^t H ^ the question 

the doctrine to Say. however, always attributed 
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production of commodifies creates, 

universal -JJ ^hich p,,ehasing 

retS/"ed-by i.s annua, J" 

r ■rTxTen^rntioG‘'maAeb ™"The demand 

1 ' demand for products. . . . To say "es ^e^dnjl, 

owing to the scarcty ° be said to be dull 

for the cause. . S es 
because money .s s , 

;r,w i—"It.” 

j £: in <iurh a wav to niake thern c[ 

:Lr Xtc hi. wi: ElleTelht 

> Commerce Defended (i8o8), pp- 8i a 3 ^ I, pp. i6s, 

> Sny/iYftifLc o« Po/ifira/£fo«om>. . ^ different 

167. Say even went so tar as to -t ( ^^.Idom outstrip the rest, 
matter) that “ one kind of produc ion ^ production left 

and its products be added that “ there is no possi- 

entirely to itself; while h.s as that consum 

bility of production outrunning consumption, so 10 g 

is free *'. ilbid.^ pp- * 7 ®*) 
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the “amount.of demand” (viewed as an absolute figure) 
be neglected as a factor determining the processes of 
production and exchange. The “market”, as an in¬ 
dependent factor in the problem, disappeared as soon 
^ one viewed the economic process as a unified whole. 
Demand then became a dependent, not an independent 
vanabJe. In each transaction, separately regarded, there 
were always, of course, two terms: supply and demand, 
goods and money, producer and market. But to con¬ 
clude from this that the same two terms must appear 
as independent factors in the situation viewed as a whole 
was to commit the fallacy of composition: it was to 
neglect the fact that this single transaction was but one- 
half of a pair of transactions, in which “demand” or 
the market expressed in money appeared as a common 
term. As Marx later put it: ^ exchange was essentially 
a series of transactions of the type C-M~C, with 

money as a simple intermediary between transactions 
which were essentially one. 

Thirdly, there was J. S. Mill’s dictum that “demand 
tor commodities is not demand for labour”, the “com¬ 
plete apprehension” of which Leslie Stephen declared 

wK- K economist”, and 

hiidlv ("'hid,) 

hardly any even among political economists of reputa- 
lon, except Mr. Ricardo and M. Say, have kept constantly 

JaSeSfmtrolcLIr'Al* "tT'' T'’*"" 

. crucial modification was introduced a“api" fet'’ecS° 

economy characterized bv the f capitalist economy, i.e. an 

was with .nvestment of captl m a scries off" 

M - C - M' (where M' wL -uM K ^ transactions of the type 

Ptofi.). This *in.rodu„d aropIidL’inr^h ■>' 
exchange process, and created the possibility of a cif the 

of the process into its two parts. ^ ti'Pturc and a breaking 
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general relatively to what they invested would not in- 
crease the share of the product which accrued to labour, 
but rather the reverse. The former of these two pro¬ 
positions was a repetition of the familiar classical doctrine 
that the configuration ot demand was irrelevant to the 
distribution of the product between profit and wages 
(except in so far as it might accelerate the tendency to 
diminishing returns on land, and hence raise the cost of 
subsistence). Like so much of Ricardian reasoning, it 
rested on a particular assumption: namely, that the 
proportions between capital and labour were equal m 
all industries. Without this assumption, the statement 
would no longer be valid. Nevertheless, it can be held 
to embody this impprtant truth: that, unless the shift 
m demand had any substantial bias in the direction of 
more or of less labour-using lines of production (t.e. 

towards industries of either higher or lower “compositions 

of capital ’ as Marx termed it), the change could be 

treated as irrelevant to the determination of the exchange- 
value of labour-power. 


The second proposition (referring to the proportion 
of income spent compared to the proportion of income 
saved) depended, however, on a particular view of the 
nature of capital and of the relation between capital and 
abour in the production-process. This raises issues 

which will be separately discussed in a later chapter. 
Rut since the classical economists were wont to regard 
capital as consisting essentially in “advances to labour” 
the proposition had a simple and (within its limits) an 
important meaning: namely, that it was on the quantitv 
of capital, viewed as a wages-fund, relative to the supply 
of labourers, that the level of wages depended. Sin^ce 
an increase in the proportion of income which was spent 
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clearly fundamental, not only to the practical conclusions 
which Ricardo derived from his economic doctrine, hut 
also to certain subsidiary propositions which are to-day 
treated as virtually axiomatic, and without which the 
economist would find himself in an Alice-througli-the- 
Looking-Glass sort of world. It implied that the rate 
of profit (treated as “a ratio of values”) could be in¬ 
creased neither by an increase in the quantity of money 
(except temporarily) nor by an increase of consumption 
as Malthus was asserting. Ricardo used it to demonstrate 
that, contrary to the assertion of Adam Smith, an ex¬ 
pansion of foreign trade could only raise the rate of profit 
in so far as it was able to lower wages by cheapening 
the workers’ subsistence.^ Marx used it to refute the 
contention of Proudhon that a rise in wages would 
result in an equivalent rise in commodity prices so that 
trade unionism could do no more than chase its own 
tail. How central it is to much else in economic reasoning 
can be judged from the fact that, were it not true, there 
would be no reason to conclude that a rise in the wage- 
level tends to encourage, and a fall to discourage the 
use of machinery.-^ For if the price of labour can rise 
without producing any fall in the rate of profit (viewed 
as the return on capital), the cost of machines will be 
raised (due to the increased price of the labour-power 
used to make them) proportionately with the cost of 
hiring labour; and the cost of mechanized processes will 
increase pan passu with the cost of processes which 
depend solely upon direct labour. But such a result 
requires that prices and wages all increase simultaneously 
Classical doctrine, however, was assuming a situation 

‘ Cf. below, pp. 225-6. 

* Cf. Wicksell, Lectures, Vol. I, pp. joo, 167. 
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where a rise of wages can take place without any equi- 

nse of .He a:u“ 

af .hough o.he’: 

Drices rise Those commodities will have most tendency 
fo Ml which embody little direct labour and require a 

sincTtlfis is Ae essential characteristic of labour-saving 
machinery, a particular encouragement will be given 

'"^Crthtse^ principles were mainly incidental to the 

central corolla'iy of Political Economy-the g™".* P.^ 
cept of lahtcHaire. Here the imposing unity of Pohtic 
Ec'inomy as a theoretical system was transited ,mo 
consistent system of practical doctrine. Here abstract 
nr^nc pies were clothed in the flesh of actual policies, 
!nd schematic interpretation of the world of events was 
fused Whh precept and action. Political Economy had 
created the except of economic society as an autonomous 
"stem, ruled by laws of its own. These laws operated, 

1 Mr. Keynes has slaied (Tlie C'"-/ 
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the system went of itself”, independently of the care 
of government ana the whim ol sovereign and statesman. 
Regulation by the State, previously held to be essential 
if order was to emerge from chaos, was seen to be un¬ 
necessary. The presumption was afforded that such 
regulation would be positively harmful, in that it would 
obstruct the working of economic forces, produce dis- 
equihbria where harmony would otherwise rule, with¬ 
out any evidence that it could achieve results more 
consistent with the general interest, but rather the 
contrary. A description of how the system worked 
Ipso facto became a presumption as to how it should be 
allowed to work. True, classical Political Economy con¬ 
tained no final demonstration that laissez-faire produced 
the optimum result in human welfare. This was left for 
t e utility principle to do (quite fallaciously) half a 
century later in hedonistic terms. The economists were 
content with the claim that laissez-faire was superior as 
a condition for the production and increase of wealth: 
a claim which they were particularly concerned to 
demonstrate by contrast with State-aided monopolies 
or with State restrictions on foreign trade. There was 
every ternptatiofi to believe that a system which achieved 
an equilibrium by an internal coherence of its elements 
operate etter left alone than when ignorantly inter¬ 
fered with. At any rate, it was a belief which inevitably 
ound favour in an age when whatever exhibited the reign 
natural aw ’ was implicitly held to be half divine^ 

sharp edge of criticism which Political Economy turned 
jmst contemporary policies. As essentially a theory 

c Z that a consuming 

class which had no active relation to the production of 
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was thrifty and accumulated its rents as capital for 
industry, the payment, while it micht he otiose, did no 
harm: it was returned to production as new capital to 
finance a new productive cycle. But this from nature 
and tradition such a class was less inclined to do than 
was the industrial bourgeoisie. If they invested they 
might well have more inclination towards government 
bonds or monopolist trading companies than towards 
mdustry. (Had not a writer like Lord Lauderdale de- 
ended the e.xistence of the National Debt on the grounds 
that It served as a solid investment for such funds.?) 
And in so far as rents were spent in maintaining this class 
m idleness, m the upkeep of establishments and staffs of 
menial servants, it represented a tax on the productive 
system for the mamtenance of unproductive consumption. 

How preoccupied the classical economists were with 
practical interpretation such as this, even in their more 
^stract analyses, is too seldom, I think, appreciated. 
William Spence (against whom James Mill had written 
his Commerce Dejended) had made a principal defence 
of the landed interest that consumption was a prior 
condition of production and that expenditure therefore 
was conducive to national wealth. In 1808 he had 
written: “It is clear, then, that expenditure, not parsi- 

d that It IS on the due performance of this duty by 

talth'd'e" '’T'”"’ ""i^' the national 

epends. . . . For the constantly progressive 

mamtenance of the prosperity of the community it is 
absolutely requisite that this class should go on 
p gressivelj increasing its expenditure.”' Malthus 
inclined towards this opinion; and his docirine rf 

' Britain Independent of Commerce, pp. 36-7. 
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As a critique levelled simultaneously against the 
authoritarianism of an autocratic state and against the 
privileges and influence of the landed aristocracy Political 
Economy at its inception played a revolutionary role. 
As a systematizer of thought in a sphere previously void 
of consistent principles it came as a revelation; while 
as a vindicator of freedom in the economic realm, its 
influence in the bourgeois revolutions of the nineteenth 
century was scarcely surpassed by those philosophies of 
political rights which lit the torch of liberalism on the 
Continent. Only later, in its post-Ricardian phase, did it 
pass over from assault on privilege and restriction to 
apology for property. Among its concepts the notion 
ot the determination of value-relations by the relations 
ot men as producers, and the distinction between what 
M^as necessary to production and what was unnecessary 
as turning upon concrete human activities, were funda- 
rnental. These governing relations of production were 
the concrete forms which the social division of labour 
assumed m a given state of demand and of technique 
Whether these relations were rightly to be treated as 

But^trT ^ practical question, 

the fact that the economic theorv of the risim? 

industrial bourgeoisie should have had this emphasif 

n s an evident historical e.xplanation as an expression of 

the role in society which this class filled: the perspective 

enaW''' viewed the process of social change 

conception 

ut this historical reason at the same time imphed a 
irni ation. Included among the productive relations 
between men in society is the class relation between 
capitalist and labourer. This Political Economy took 
granted, but did not penetrate; was content to de- 
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For Marx the analysis wineh the classical ccnnnnnsts 
had conducted disclosed unit half of the prohlem \s 
tnge^ut It m an important passage in his 
^had shown the positicc side of capitalism, in con’-’ 
trast to what had preceded it. In demonstrating the 
laws of lauuz.)a,re they had provided a critique of 
previous orders of society; but they had no, tirlided 
historical critique of capitalism itself. This latter 
remained to be done, unless capitalism was to be reparded 
es a stable and permanent order of nature or an un¬ 
changing final term of social development. I, remained 

. historical evolution an^d to pr^adra SyT^re 
-ast of Its future. Economic science to date, said Engels 
begms with the critique of the survivals of feudal forms 
production and exchange, shows the necessity of their 
eplacement by capitalist forms, and develops the laws 
he capitalist mode of production and its corresponding 

spectatn which they further the genera'] aim’s of ::,cwt '- 

ohtta, r ‘‘A di“l<^«ical completion of 

ol.tical Economy by "a socialist cntiqi.c of ,L canij 
■at thts mode of production, through it's 'ZZZZZ- 
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of economic freedom and competition did not such a 
surplus tend to disappear either into rent or into wages ? 
If its persistence was to be explained in terms of a cost- 
theory, how was this consistent with the labour-theory of 
value? Or was it to be interpreted in terms analogous 
to the theory of rent? That this was no superfluous 
inquiry can be seen from the importance of the type of 
practical question which depended on it: for instance, 
what would be the effect if profit were taxed or other¬ 
wise appropriated, or if wages rose and encroached upon 
profit, or if the rate of profit for any reason tended to 
fall? Was the maintenance of a capitalist class as much 
the fostering of an unproductive burden on industry as 
the Ricardians had alleged the existence of a landed class 
to be? Would the interest of this class in protecting 
profit become as much a fetter on the productive forces 
as was the interest of landlords in the protection of rents ? 

Sensing this lacuna in their argument, the economists, 
particularly the successors of Ricardo, sought to develop 
an explanation of profit along two lines—on the one 
hand, by inventing a new category of “real cost”, for 
which profit was the exchange-equivalent; on the other 
hand, in terms of an alleged special ** productivity ” of 
capital (and hence, by imputation, of its creator the 
capitalist). It is these shallow and inconsistent theories 
which afford the principal evidence of that decline of 
Political Economy after Ricardo which so many com¬ 
mentators have refused to recognize, and which elicited 
from Marx the 
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* Capital and Interest, p. 173. 
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nent, drives towards the point at which it makes itself 
mpossible”.^ 


The crux of the matter was a precise 




postulated conditions w’hich regulated the exchange 
values of commodities. Th^e ^ they 
term s of a cost-theory ; and they had also provided what 
viftually _a cost-theory of the value of labour-power 
itself^— Profit-jgaa-d ien regarded as a resiHnal quantity , 
the size of which was determined by these other givm 
factors—the^ value of the product and the value of 



So far the^xplanatibn Inightappear-To 
be satisfactory enough. But, as it stood, it was seriously 
incomplete; since profit had been left as a mere residual 
element without being itself explained. The nature of 
profit, the why and wherefore of its existence as a 
category of income at all, remained a secret; and until 
this secret was revealed, not only were important practical 
questions left unanswered, but there could be no certainty 
that the terms of the relation which was said to determine 
profit (namely, wages and the value of the product) could 
properly be treated as independent. . In the th eory of 
rent, the limited sr 



SlTland was adduced as the reas on for the em grggice 

Classical 


landowner 



theory had adduced no parallel reason f or the eme rgence 

ts necessi^ 

remained tEe”question: 


of p rofiTandits acquis m^ 

had i^impl y been assumed 
WITy, even though there might exist a difference between 

the expenses of production and the value of the product, 

should this difference accrue to the capital^t and his 

partners rather than to anyone else? Why in a regime 

' Anti-Oukring, Eng. tram., p- i?*- 
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rnnit il To Marx the explanation of Profit lay, not iri 
aS nhcrcnt property of eap.tal as such, not m any rea 
cos; or producdve aet.vity contrtbuted by the eap.tal,St 

(no more than land-rent was to be explained m lernns 
of the properties of nature or any activity of 
owner) but in the class structure of ^ 

that class 'division into propertyless and dispossessed 
which lay behind the appearance of equality an^d ree 
contract Ld “natural values” m terms of which the laws 

of Political Economy had been framed. 

According to Marx’s view of history, progress had 

seen the march of various class systems, each genera mg 

and in turn conditioned by the technical ^ 

antagonisms, rooted in the relationships of ditt^ent 

sections of society to the prevailing means of production, 
had been the basic motive-force of the process of the 
paiage from one form to the next. As became clear 
from an examination of its origins, capitalism was also 
a class system: different in significant respects from 
preceding ones, yet nevertheless a systeni rooted m 

Dossessed^ It was natural that Marx should look to the 
'p^uliarities of this class relation to find a key to Ac 
Lsential rhythm of capitalist society-to find the dis 
equilibria, the tendencies to movement, and to 
in its base and not merely on its base, behind the v-e.l o 

economic harmonies which an analysis -“-'y 

with equality of rights, here was revealed ° 

economic status; as contrasted with contractual freedom, 

economic dependence and compulsion. 

Clearly, the essence of this relation between cap.talisl 
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and labourer, on which the emergence of profit hinged 
must bear a major analog>^ to the relation between 
owner and labourer in earlier forms of class society— 
for instance, between master and slave or bet^veen 
lord and serf. In these earlier forms of society there 
was no doubt about the character of the relationship 
as one of force and exploitation, or about the nature 
and origin of the income of the owning class. The 
latter annexed the surplus product, over and above 
the subsistence of their labourers, by virtue of law or 
custom. The relationship was openly written as what 
It was. But in capitalist society this was not so. 
Relations assumed exclusively a value-form There 
was no surplus product, but only a surplus-value, which 
was presumably controlled by the law of value oper¬ 
ating m a competitive market where normal exchange 
was a transfer of equivalent against equivalent. How 
under such circumstances could one explain the emerg¬ 
ence of a surplus-value at all.? How was it to be mal 
consistent with the theory of value, which was itself an 

maAet' Th^f" 1 compet.tive 

C-M The formula of exchange on a free market was 

mX Z com- 

anH ^11 ’ ‘^'^'^kange. The possibility of buyers 

and sellers moving freely from one^ side of a marked to 

haTorthr^' ■" either 

half of th S exchange-cycle, neither C - M nor M - C did 

start with M, a sum of money-capital, and by introducing 
U mto the cycle of exchange draw out ajarg” v "? 
than the value originally put in: “T,! 

explain the general nature of profit." said Marx, “you 

59 



POLITICAL ECONOMY AND CAPITALISM 

r theorem that on an average corn- 

must start from ^ values, and that profits 

modities are so^ ^3lues. If 

are derived from semng supposition, you 

you cannot ^xp am p monopolies or feudal 

cannot explain it at al . 

liens on the labour of . without contributing 

to explain how a class rew individual 

,ny productive « " pt^nen. influence in 

“ sharp practice cou Tjniversal and persistent 

cheating of the ^ At most this 

could explain individual gams and losses am g 

of capitalists-what one gam d anotherjos 

„ot account for *-ncom=^^^_^^ ,,,ion 

Srhetrhe'^Ic^uired by.he en.repreninir^not be.u« 
TC r pTarr rcrhim, because he 

aoes my’s de-r^pt-n of it, as product o 

his work , or, m ° ^ m 3 ,vas not a sufficient 

i-Sed no an*ver to the central difficulty 
'A5:u"at'dral""^^^^^^ ‘o the analogy 

he!:^: a'lge-tystem and slave-labour. - What ,s the 

a P Here he also said of the comparison 
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difference, he asked, “m the case of the man who 
operates by means of labourers receiving wages (instead 
of owning slav'es)? . . . He is equally the owner of the 
labour with the manufacturer who operates with slaves. 
The only difference is the mode of purchasing. The 
owner of the slave purchases at once the whole of the 
labour which the man can ever perform: he who pays 
wages purchases only so much of a man’s labour as he 
can perform in a day, or any other stipulated time. 
Being equally, however, the owner of the labour so 
purchased, as the owner of the slave is of that of the 
slave, the product which is the result of this labour, 
combined with his capital, is all equally his own.” ^ 
But here Mill left the matter. For Marx it was the 
beginning of what was essential. The solution which 
he reached for this central problem turned on that dis¬ 
tinction which he regarded as so crucial between labour 
and labour-power. Capitalist production had its historical 
root precisely in the transformation of human productive 

.. a commodity. Labour-power became 

alienated as something to be bought and sold, and as 

Itself acquiring a value. Since the proletarian was devoid 
of land or instruments of production, no alternative liveli¬ 
hood existed for him; and while the legal coercion to 
work for another was gone, the coercion of class circum- 


* Elements of Pol. Econ., pp. 21-2. Cf. also Richard Jones Introduc 
Lecturer on Pol Econ. (1833), PP. 58-g. This “only difference” 

inf Jrior “Tthlt "fth of wage-earner economically 

f the labourer -s not the property of the master, the latter has no Iona 

■" (•'■e and ,aa,“riaZi 

aa U th ^ P^®PP*PPP through destitution is not a cost to the employer 

emnt ^ machinery). Hence it may well be in the 

oTa'sC'"' “ he would a 
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,,nce rc^aiaed. Since che 

in the absence of price”, the commodity 
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munerative transaction, t ^ m himself. 

been in a position to annex ^ and Malthus 
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which Marx in common witli Ricardo condemned^ 
Marx never wished to deny that capital, <Jr rather tlu: 
concrete instruments in which slorcti-up labour was 
embodied, were creative of wealth or “riches’'; to 
have done so would have been patently absurd. In 
fact, he explicitly states that “it is wrong to speak of 
labour as the only source of wealth’’.- No more did 
Ricardo deny that land even uncultivated miglit yield 
utilities. But this was not to say that land or capital 
were productive of value. In tact, the more lax ish was 
nature with the fruits of the earth, the less value were 
the latter likely to have and the less chance was there 
that land would yield a rent. 'V^alue, Marx emphasized, 
was not a mysterious intrinsic attribute of things: it 
was merely an expression of a social relation be'tween 
men. It was an attribute with which objects were 
endowed by virtue of the form and manner in which 
the disposition of human labour took place between 
various lines of production in the course of the division 
of labour throughout society; and this disposition of 
the social labour-force was not arbitrary, but followed 
a determinate law of cost by virtue of Adam Smith’s 
unseen hand” of competitive forces. To explain 
surplus-value, therefore, in terms of some property of 
an object (capital) was to relapse into what Marx termed 
the Fetishism of Commodities—a species of animism 
m which post-Ricardian “vulgar economy” became in¬ 
creasingly enmeshed. This consisted in attributing 
animistically to things in abstracto the cause of exchange- 
relationships, when actually the latter were merely the 
resultant of the social relationships between men. It 

^ Cf. above, pp. g-io. 

Critique of Political Economy^ p . 23. 
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1 r. the course of a puppet-show exclusively 
.as to Jhaviour of tho puppets. 

'V definite social relation between men assumes in t err 
S the antastic form of a relation between thmgs. 

■‘The existence "labonrand" from“all 

lonnectior” Thus land 

capital the .hich spoke in these 

wages. .t, constants properties of 

terms, which ti=e individuals and the class 

objects abstracte J’ .^ijnak, could deal only with 

''Tre'aopearance could afford only a partial analysis 

:r;;eno^‘;na. and hence Pe-j-^^ctraai^SJ; 

"n^faC At's^ch VleveTTabsttaction there could be 

no d,JJere,a,a because none °f Fa^rsTf 

qualities were includ technical aspect 

production were treated solely m 'ben techmca^^^p 

demonstration of an es reasoning 

It was not surprising that on this p 

^ rvf rent or surplus could appear, 

:t3r r r; 

jr r a:t:Xc:f ^d “rtt-r relation to a 


> Marx. Capital. Vol. 1, p. 43- 
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b3ckground of social institutions. Pareto has p(nnted 
to the significant distinction between “activities ot men 
directed to the production or transformation of economic 
goods”, and ‘‘to the appropriation of goods produced by 
others”. Clearly, if one views the economic problem 
simply as a pattern of exchange relations, separated from 
the Social relations of the individuals concerned—treating 
the individuals who enter into exchange simply as so 
many x’s and y’s, performing certain ‘‘services”, but 
abstracted from their concrete relation to the means of 
production (e._g. whether propertied or unpropertied, 
whether passive rentiers or active labourers)—then Pareto’s 
distinction can have no meaning in a free competitive 
market. Appropriation of goods produced by others” 
can only result from the incursion of monopoly or of 
extra-economic fraud or force. From the regime of 
“normal” exchange-values it is excluded by the very 
definition of a free market. This is, in fact, the answer 
which IS given by Professor Pigou. Citing Pareto’s dis¬ 
tinction, he proceeds to suggest that ‘‘acts of mere 
appropriation” can be excluded by the assumption that 
when one man obtains goods from another man, he is 
conceived to obtain them by the process, not of seizure, 
but of exchange m an open market, where the bargainers 
are reasonably competent and reasonably cognizant of 
the conditions”.! It may be said that this conclusion 
IS perfectly consistent with the scope of the inquiry. 
But does not the very answer which this scope demands 
suggest the unreality of such limits and the barrenness, 
at least on matters fundamental to problems of Political 
Economy, of so limited an analysis.? Yet the whole 
tendency of economics since the days of the post- 

'■ Economics of Welfare, p. 130 
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which confine themselves to the circle of pure exchange- 

relations are clearly unfitted to rise above the wisdom of 

a contemporary critic of Ricardo, who, in attacking 

Quesnay and Smith, roundly declared that, since none 

could charge a price who did no service, all classes 

which drew an income must ipso facto be “productive”, 

and their income the measure of their value to societyd 

Perhaps it will be said that such distinctions are not 

the province of economics. But this injunction, if it 

were obeyed, would both render economics barren of 

most of its practical fruit and make it something radically 

different from what the founders of the subject designed 
and intended. ^ 


It must not be thought that, in criticizing this type 
of abstraction, Marx was tilting at all abstractions from 
the standpoint of a crude empiricism. He was criticizing 
a particular method of abstraction on the ground that it 
Ignored the essential and mistook shadow for substance 
and appearance for reality. Any generalization, from 
Its very nature, must, of course, make abstraction of 
certain elements in a situation; and to this extent 
theory” and “fact” must necessarily be at variance. 
Indeed, the method of Marx, as we have seen, was an 
abstract method as much as that of the classical econo¬ 
mists. The theory of value which Marx took over from 
classical Political Economy, and developed in important 
particulars, was an abstraction which based itself not 
simply on certain features general to any exchange 
economy, but on essential characteristics of capitalism 
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of profits.* As \\e lia\c also seen, it underlay John 
Stuart Mill s dictum that “demand tor commodities does 


not constitute demand for labour 1 he assumption 
of homogeneity of units of a factor of production is 
common to economic method up to the present day. 
Without it the conception of a “normal” return has no 
meaning: tacit or explicit, it is part of any discussion 
of the general level of wages or of a theory of “normal 
profit”. When Marx in the third volume of Capital 
admitted that the assumption of equal “compositions of 
capital , which formed the basis of his value-principle 
in the first volume, was only a first approximation, 
Bbhm-Bawcrk made great play with the “great con¬ 
tradiction” between the first approximation of the first 
volume and the later approximation of the third. On 
this great contradiction, he triumphantly declared, the 
whole Marxian system foundered. A recent writer has 
said that “ nowhere is there in print such a miracle of 
confusion ” as the Marxian system.- Yet all deductive 
reasoning proceeds by a process of approximation; and 
similar contradictions” could be demonstrated in all 
such cases between successive approximations, or between 
any approximation and the facts. It is a question of the 
uses to which an approximation is put. What is important 
is whether or not the corollaries, held to be deducible 
from the approximation, are invalidated by the qualifica¬ 
tions w'hich the closer approximation requires—whether 
the alterations introduced in volume III make any 


bince, if the “ composition of capital ” is equal in all industries a 
change in wages will not affect the ratio of comparative costs But’ if 
mis assumption does not hold, a change in wages will affect the industries 
w th a high proportion of labour to machinery more than those with 
low proportion, and hence will alter the comparative cost-ratios 
A- Oray, Development of Economic Doctrine, p. 301. 
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labour was allocated between different industries in the 
general social division of labour and of the distribution 
of the product between classes. I'o say that com¬ 
modities had certain exchange-values was an alternative 
way of saying that the labour-force of society was divided 
between occupations in a certain way, and (included in 
the latter statement) that the social product was divided 
between subsistence for labourers and income for capital¬ 
ists in certain proportions. (For instance, a statement 
concerning the values of corn and silk is at the same 
time a statement about the proportions in which labour 
is divided between the production of corn and of silk. 
If corn and silk were the only two commodities produced, 
the former being consumed by workers and the latter by 
capitalists, the statement that labour was divided between 
silk-manufacture and corn-culture in a certain ratio would 
be equivalent to saying that the social income was dis¬ 
tributed between workers and capitalists in a corre¬ 
sponding way.) In his first volume Marx adopted the 
simplifying assumption of a “pure” capitalist economy: 
an economy of “pure competition,” as did the classical 
economists, and a mode of production based on a simple 
relationship between capitalists and workers; the latter 
performing the sum-total of essential productive acti¬ 
vities, the former figuring simply qua capitalist, as owners 
of property-rights and hirers of labour-power.^ This 
was competent to provide the generalized type-form of 

In a letter to Engels in 1858 Marx stated the assumptions made 
for the purpose of volume I as follows; It is “assumed that the wages 
of labour are constantly equal to their lowest level. . . . Further landed 
property is taken as =0. . . . This is the only possible way to avoid 
having to deal with everything under each particular relation.’' On 
these assumptions value is “an abstraction”, which figures in “this 
abstract undeveloped form ” as distinct from its “ more concrete economic 
determinations”. {Marx-Engels Correspondence, p. 106.) 

71 



POLITICAL ECONOMY AND CAPITALISM 
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of capital in the prt>up of industries produeniiJ sub¬ 
sistence to be not \ery different from the a\erage of 
industry as a whole) this crucial relation could still be 
treated as determined according to the simple manner 
of volume I. If this was so, tlie analvsis of surplus- 
value and of the influences \\hich determined it was not 
invalidated by the qualifications introduced in \<;lume 

III. The revenue of the capitalist class, and movements 

• ^ 

in It, were still ruled by the same causes, even if this 
revenue was differently distributed betvieen various 
industries from what had been envisaged in the “first 
approximation”.^ To use an analogy, let us suppose 
that one were to enunciate the thcorv of rent on the 
assumption that all land was of homogeneous quality, 
stating that rent would be equal to the difference between 
the cost of production and the selling-price of corn (the 
latter being determined by the cost of production at 


It is perfectly clear that Marx was fully aw-are of the nature and 
significance of these qualifications introduced in vol. Ill and in what 

assumptions 

ot voL I. Engels, in his Preface to the 1891 Edition of Wage^Labout 
and Capital, says; -‘If therefore we say to-day with economists like 
Kicardo that the value of a commodity is determined by the labour 
necessary to its production, we always imply the reservations and 
restrictions made by Marx.” Much earlier than this Marx had taken 
Proudhon to task for saying that a rise of wages would lead to a general 
rise of prices. If all the industries employ the same number of workers 
in relation to the fixed capital or the instruments which they use a 
general rise of wages will produce a general lowering of profits and the 
current price of goods will not undergo any alteration.” ‘‘But as th© 
relation of manual labour to fixed capital is not the same in different 
industries, all the industries which employ a relatively greater amount 
of fixed capital and less workers will be forced, sooner or later, to lower 
the price of their goods”, and conversely in industries employing “a 
relatively smaller amount of fixed capital and more workers. Thus 
a rise m the wage-level will lead, not as M. Proudhon declares, to a general 
ncrease of prices, but to an actual fall of some prices, namdv, tfa fdl 

the price of those goods which are largely manufactured with the aid 
of machinery. Mtsere de la Phtlosophie (Ed. 1847), pp. ,67-8. 
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central importance than when it was written; namely, 
that concerning the effect of monopoly. Marx had 
pointed out that monopoly cannot increase the rate of 
profit in general (as distinct from raising it for some 
sections and lowering it for others), except in so far as 
It has the effect of lowering wages. Unless monopoly 
affected the relation between the value of labour-power 
and the value of commodities {i.e. altered “the rate of 
exploitation’’), it was powerless to raise the rate of 
profit as a whole. Apart from such an effect of monopoly 
in depressing real wages below their normal level, the 
growth of monopoly “would merely transfer a portion 
of the profit of other producers of commodities to the 
commodities with a monopoly-price. A local dis¬ 
turbance in the distribution of the surplus-value among 
the various spheres of production would take place 
indirectly, but they would leave the boundaries of the 
surplus-value itself unaltered.’’ ^ In a later chapter we 

shall see that this conclusion has particular relevance to 
Certain problems of Imperialism 

The essential difference between Marx and classical 
Political Economy lay, therefore, in the theory of surplus- 
value. If Its significance was not an ethical one, wherein 
then lay its practical importance.? Clearly, its im¬ 
portance as basis for a critique of capitalism was in 
many respects parallel to that of the theory of rent for 
a critique of the landed interest in the hands of the 
Ricardian School. The theory of rent had formed the 
ground for maintaining that the very policies which 
would tend to the lowering of the rate of profit and the 

consequent retardation of capital accumulation and in- 

ustna progiess would at the same time augment the 

Capital^ Vol. Ill, p. 1003. 
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was converted into a probability by the very natiirt 
of the technical basis on which industrial capitalism 
had been built. Pounded on power-machinery and 
large-scale technique, the process ot progressive capital 
accumulation tended continually to extend and to en- 
largc this basis: a process which, by encouraging a 
progressive concentration and centralization of capital, 
increasingly prepared the ground for monopoly. The 
picture which Marx drew of these developments is a 
familiar one. With the growth of monopoly, class 
antagonism was rendered more acute, and not less; the 
income of the propertied class became with increasing 
openness the fruit of monopoly-policies and of little 
else. But the same process which established the 
growing social character” of the productive process 
itself forged the instrument which was to break the 
fetters of individual appropriation”. ‘‘The productive 
forces developing within the framework of bourgeois 
society create at the same time the material conditions 


for the liquidation of this antagonism.” It created also 
the homogeneity, the discipline and the organization of 
the factory proletariat as a class; until this class, finding 
itself in ever sharper antagonism to a system of property- 
relations which had grown so patently a fetter on pro¬ 
duction, should demand and enforce the emancipation 
of itself and of society by the expropriation of its ex¬ 
ploiters. Since a regime of large-scale technique and 
complex productive relations could not revert to petty 
property and the small-scale production which this 
entailed, the negative act of expropriation must neces¬ 
sarily take the positive form of socialization, in the sense 
of the transference of land and capital into the collective 
ownership of the workers’ State. This revolutionary 



Chapter IV 
ECONOMIC CRISES 


Undoubtedly for Marx the most important application 
of his theory was in the analysis of the character of 
economic crises. At the time serious study of this 
phenomenon was still in its infancy. There had been a 
few fertile but unsystematized observations by Sismondi 
as to the disrupting effects of competition and of pro¬ 
duction for a wide market; there had been the classic 
discussion between Malthus and Ricardo as to whether 
gluts and depression could be due to deficiency of con¬ 
sumption; in Germany Rodbertus had developed his 
under-consumption theory of crises. But so far as the 
Ricardian School and its legacy is concerned, it can be 
said that crises virtually held no place in their system of 
thought: if depressions occurred they were to be regarded 
as due to external interferences with the free working of 
economic forces or with the progress of capital accumula¬ 
tion, rather than as effects of any chronic malady internal 
to capitalist society. Even the successors to this school 
were sufficiently obsessed with this presumption to seek 
for an explanation either in natural causes (such as 
harvest variations) or within “the veil of money”. But 

for Marx it seemed evident that crises were associated 
with the essential features of a capitalist economy per se. 
The two fundamental characteristics of this economy 

were what he termed the “anarchy of production”_the 

atomistic diffusion of productive decisions among 
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sumption; in Germany Rodbertus had deyeloped his 
under-consumption theory of crises. But so far as the 
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lations (the class struggle) and of the class 
which were their market-expression. 

There w'as one aspect of the matter which had certainly 
exercised economic writers for some time, and had evoked 
a number of rival explanations. This was the alleged 
tendency of the rate of profit on capital to decline. With 
changing circumstances the attitude to this question had 
undergone an alteration. In the eighteenth century' this 
decline was usually welcomed as a healthy sign, appar¬ 
ently because economic writers had viewed the matter 
primarily from the standpoint of the borrower of capital. 
But in the nineteenth century, with the flowering of 
bourgeois Political Economy par excellence, admiration 
was inclined to turn to apprehension. So prominent 
did discussion on the matter become that Marx went so 
far as to say that “the difference between the various 

schools since Adam Smith consists in their different 
attempts to solve this riddle 

Hume (who spoke both of the rate of interest on a 
money loan and of the wider generic term, profit) de¬ 
clared that “so long as there are landed gentry and 
peasantry in the State the borrowers must be numerous 
interest high’’, by reason of “the idleness of the 
laridlord’’ and his profligacy. In such a condition 
industry must stagnate and progress be small. Per 
contra, merchants constituted “one of the most useful 
races of men, beget(ting) industry by serving as canals 
to convey it through every corner of the State. . . . Ex¬ 
tensive commerce, by producing large, diminishes both 


to ’h' ^ referred 

presses 




POLITICAL ECONOMY AND CAPITALISM 

A fit and is always assisted in its diminution 
nfbv the proportional sinking of the other. I 

^ Idd that as iL- profits arise from the increase of 
may add that ' P . in their turn to favour 

commerce and mdus ry, ^ commodities 

its further increase, by heightening 

cheaper, encouraging ^h^^^ ^ 

of industry. backwardness in capital 

level of profit was ^ g profit was 

accumulation; and a decline progress of 

normally to be expected as a result of he 

accumulation. The reason which he g 

terms of supply and demand came « 

by the Ricardian S^hoo • jd ..aupply 

a little to the vehemence of *' 

“"^e^d“.m’sS -w'hkh raises wages, tends to lower 
-:Sd r^hc same trade their 

naturally tends to lower "* Pr"'" ■ carried 

- i:^rsatnti:;^'if - 

produce the same effect in sh of *em 
fuirc'ry'lhfprp^i" liad^been 

ts'Sinrracote stage in .de -mrovers, 
over the Corn Law, ‘"'d, Th ’h so nc o sspi'sl 

came to receive an emphasis ‘ , , centre 

With Ricardo and his school, Profit occupie 

, nf.nyc,/-.«vf(KtL .So,,LVoLI.I>..^.CV4.PP-3n'.3-«.^^ 

M'tdltfi (if Ndtupn\, \ hir*.! i '-l-. P- ‘ P- 

K2 



ECONOMIC CRISES 


of the stage. The question naturally presented itself: 
How can a fall in this revenue be a condition favourable 
to progress.^ If the system, by its own development, 
generates a tendency for Profit to fall, is there not some¬ 
thing strangely contradictory about the system: is it not 
thereby defined as transitory, generating the seeds of its 
own retardation and decay^ Such questions, implicit 
rather than explicit, seem to have lain at the root of the 
strenuous criticism which developed of Adam Smith’s 
interpretation of the matter. This criticism did not deny 
the tendency, but sought an explanation for it, not in some 
internal feature of the system or of the process of capital 
accumulation, but in an external factor. This explanation 
was found in the famous “law of diminishing returns 
This external limit to progress had been foreshadowed 
a decade before The Wealth of Nations by Sir James 
Steuart, who had stated that “the augmentation on the 
value of subsistence must necessarily raise the price of 
all work ... so soon as the progress of agriculture de¬ 
mands an additional expence, which the natural return, 
at the stated price of subsistence, will not defray ”.2 
In 1815 this was used by West in a criticism of Adam 
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(Capita/, in, p. 283,) Elsewhere Marx said; “ That the bare possibilitv 
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capital, hut on the proportion 
of the social lahc^ur which was rccpurcci to procure the 
labourers subsistence- -that is, on the ciifFcrcncc between 
wages and the value of the product.’ lienee the dictum 
‘‘when wages rise, profits fall”,-^ which at first sight looks 
like a simple truism, is considerably more than a truism 
in its fuller implication that profit is uniquely determined 
by these two quantities (the cost of producing subsist¬ 
ence and the cost ot producing products in general). 
Moreover, since capital was conceiv'ed as being essentially 

advances of wages” to labourers, the dictum was 
further interpreted to mean that the rate of profit (that 
is, the amount of profit proportioned to the original out¬ 
lay) must depend uniquely on the same two quantities. 
Any factor which influenced the rate of profit could do 
so only in so far as it altered this ratio of wages to the 
value of the gross produce. ‘‘No accumulation of capital 
will permanently lower profits unless there be some 
permanent cause for the rise of wages.” ^ 

Adopting, as Ricardo did, Malthus’ law of population- 
there appeared to him to be no sufficient cause for a rise 
m the price of labour-power owing to a deficient labour- 
supply—at least, not as a long-run factor. The labouring 
population was only too avid to catch up with any ex¬ 
panded opportunities for employment which an increase 
of capital might afford. Hence there seemed to him no 
reason, within the capital-labour relation, why additional 
funds of capital, invested in additional supplies of pro- 


cues and value , and a minor criticism of Smith that he “ constantly 

magnifies the advantages which a country derives from a large gross rather 
than a large net income Chapters xvih and xxT) 

Ct. above, p, 46. ' 

^ Principles, Chapter xix, p. 398. 
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by the rise in the price of food and the consequent rise 
in the value of labour. If there were no such rise, what 
could prevent population and capital from increasing 
without limit ^ From this he drew the conclusion on 
which rested rhe onus of his case against the landed 
interest: “I think it may be most satisfactorily proved, 
that in every society advancing in w'ealth and population 
• • • general profits must fall, unless there are improv’e- 
ments in agriculture, or corn can be imported at a cheaper 
price.” 2 Since both these conditions are contrary' to the 
landlords’ interest, “it follows that the interest of the land¬ 
lord is always opposed to the interest of eveiy' other class 
of the community. His situation is never so prosperous 
as when food is scarce and dear: whereas all other 
persons are greatly benefited by procuring food cheap .”3 
It was these strictures on the landed interest which 
roused the criticism of his friend Malthus, and it was 
this topic of the tendency for the rate of profit to fall 
which formed the central ground of their disagreements.^ 
The contention of Malthus was that profit might fall not 
from a rise in wages but from a fall in the price of com¬ 
modities due to a deficient demand; and that this was 
likely to occur if capital accumulation proceeded too 
rapidly, particularly if this accumulation occurred at the 


Letters of Ricardo to Malthus, 1810-23, Ed. Bonar, p. loi. When 
Malthus said that rapid capital accumulation must lead to over-pro¬ 
duction, Ricardo commented that in the specific circumstances described 
by Malthus (lowered profit and insufficient demand), “the specific want 
would be for population {Notes on Malthus, p. 169.) 

2 Essay on the Influence of a Low Price of Corn on the Profits of Stock 
(^015), p- 22. This is what Marx described as an increase of “relative 

surplus-value” (a fall in the value of labour-power relatively to the 
value of the product). 

^ Ibid., p. 20. 

Principles, pp. 293-336, and Letters of Ricardo to 
Malthus, 1810-23, Ed. Bonar, pp. 186-91. ° 
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excess of supply, compared either with labour or with 
monev”d 

This combined with the writings ot Sismondi, who 
had advanced a closely similar criticism,- to become the 
fount-nead of the various doctrines ot under-consumption 
which again occupy the stage as a central controversy 
to-day. With the triumph of the Ricardian tradition in 
Victorian England this doctrine of Malthus for long fell 
into obscurity, save as illustration of the cardinal fallacy 
that luxury created employment and that it was better 
to spend than to save. In Germany, some thirty years 
later, it was advocated in a new form by Rodbertus, and 
through him and his influence on Lassalle and Diihring 
and the rising school of German Socialism it came to be 
implanted fairly firmly in socialist thought. By an ironic 
turn of the wheel a doctrine fashioned originally as an 
apology for landlords and bondholders as “unproductive 
consumers’’ came to be a weapon in the hands of the 
proletariat in criticism of a system, which imposed poverty 
and restricted consumption on the mass of the producers. 

^ Principles, pp. 353-4. The disagreements .between Malthus and 
Kicardo on the theory of value were closely related to this issue. Malthus 
wished to define value in terms of “the amount of labour which a 
co^od.ty can command”, whereas Ricardo insisted on his own 
definition that value consisted in the amount of labour required to 
produce the commodity in question. In terms of Malthus’ definition 
any fall m profit would show itself as a fall in commodity-values’ 

Ricardo’s definition, the value of commodities would 
only fall if improvements caused them to be produced with less labour 
than previously; and such* a fall would only result in a lower rate of 

profit ,f labour-power alone among commodities failed to fall in value 
(Cr, Letters to Malthus^ p. 233.) 

H. Grossman in his Simonde de Sismondi et ses Theories j£cnnnntin„^c 
c aims that Sismondi did not consider under-consumption as a cause of 
crises but as the result (p. 55). But it is difficult to see that this 
pretation is borne out by such passages as Nouveaux Principes, Vol I 
pp. 120. 329; and Etudes, Vol, I, p. 60 et .eg., Vol. II, p. 233 Cf also 
the comments of M. Tuan, Sismondi as an Economist, p. 68 et seq. 
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To plain common sense untouched by learned 
sophistries, there has seldom been much doubt as to 
whether the Ricardian doctrine or that ot under-con¬ 
sumption was nearer to the truth. The end of production, 
presumably, was consumption. I'he producer’s realiza¬ 
tion of profit depended on the existence of a market for 
sale. If disproportionate development between industries 
was possible—an expansion of productive capacity in 
certain directions in e.xcess of demand—it seemed 
reasonable enough to assert, as Malthus had done, the 
possibility of a general disproportion between all con¬ 
sumable commodities in relation to “effective demand”. 
The doctrine (to which we have referred)’ that production 
and exchange, viewed as a whole, W'as properly to be 
treated as a continuous barter-process of goods against 
goods, and that consequently total demand would 
increase pari passu with total supply because they were 
identical, seemed an abstract evasion of the real problem. 
Total income might be sufficient to cover the total cost 
of all consumption goods produced if the whole of that 
income was in fact spent on consumption goods. But 
if part of that income was not spent, but saved, this saved 
portion of income went to purchase, not consumption 
goods, but producer’s goods which would further augment 
the flow of consumption goods in the future. If saving 
continued, where was the market to be for this additional 
flow of final products, unless prices were to decline to a 
point where profit fell or even disappeared.? Were not 
goods made ultimately to be consumed, however “long” 

and roundabout” the process of production; and were 

not profit on capital and the wages of labour admittedly 
derived” from the value of, and the final demand of 

^ See above, pp. 40-3. 
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but in the purchase and installation ot macliines. Bui 
on closer analysis it becomes clear that in this respect 
there is no fundamental difference between the two 
cases, that the purchase of a machine is as much a 
transfer of spending-power to others—in this case to 
labourers engaged in making the machine and to capital¬ 
ists who employ them—as is an investment of capital 
which takes the form of hiring labour direct (although 
the circumstances would not be indifferent, as we shall 

see, to the effect of the investment on the demand for 
labour and on profit). 

The second reply was to the other half of the under- 
consumptionists’ riddle: what was to happen to the 
additional goods produced by the extra machines or the 
extra labourers.? The answer here was that either the 
income of society was enlarged by the enlargement ©f 
the productive mechanism to embrace more workers 
t an before (and hence to enlarge the revenue distributed 
m the form of both wages and profits); or else, if invest¬ 
ment took the form of transfer of labourers to make 
machines, the resulting increase in the output of goods, 
being fruit of increased productivity of labour, was 
accompanied by lowered costs of production, so that 

while goods were more plentiful they could also be sold 
more cheaply without loss.^ 

What one may perhaps call the crude form of the 

under-consumption theory (that investment per se causes 

PP- 75-6, where Depression, 
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been far from clear. True, they had a tolerably clear 


notion of the difference between fi.xed and circulating 
capital (corresponding, as IMarx points out, to the 

avances primitives and avauces annuelles), 
and of the fact that in different branches of production 
these two elements were differently combined; and 
Ricardo had appreciated the importance of durability 
in the case of fixed capital, having remarked that “in 
proportion as fixed capital is less durable, it approaches 
to the nature of circulating capital”, since “it w'ill be 
consumed in a shorter time”. But when they passed 
from the single industry to the economy as a whole, 
they seem generally to have returned to the notion that 
all capital was ultimately reducible to “advances of 
wages to labourers. The meaning of this view does 


not seem to have been clearly defined. Presumably 
they cannot have intended to mean by it that all capital 
was reducible to this form in a given cycle of production. 
Yet It led Ricardo apparently to identify the rate of 
profit (the ratio of profit to total capital) with the ratio 
of profit to wages, and J. S. Mill to state that the rate 
of profit depended uniquely on the proportion of the 
produce going to labour (McCulloch, however, had seen, 
not very clearly, as had also Longford more clearly, 
that it depended on the ratio of profit to total capital). 
Marx pointed out that the distinction between fixed and 
circulating capital properly turned, not on the time the 
capital took to circulate, but on the difference between 
the concrete role in production played by instruments of 
labour and objects of labour, the former circulating 
piecemeal” in the course of wear and tear of machines, 
and the latter imparting themselves as a whole to the 
product in a single act. (“Cattle as beasts of toil 
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was divided between these two forms (what he termed 

the “organic composition of capital”). The influence of 

technical progress was to alter this proportion, generally 

(though not invariably) in the direction of raising the 

ratio of constant to variable capital. Hence the tendency 

of industrial progress was to lower the rate of profit, 

even though there was no decrease in the rate of surplus- 

value. This was his reply to Ricardo’s contention that 

only the operation of diminishing returns on land was 

adequate to account for a tendency of the rate of profit 
to fall. 


But Marx was quick to indicate that there were 
“counteracting tendencies”, the influence of which was 
in a contrary direction. Chief of these was an “increase 
of relative surplus-value” to which we have referred. 
This occurred when an increase in the productivity of 
labour, bein^ extended to the production of subsistence, 
resulted in a fair in the value of labour-power as well 
as m the value of commodities in general. The result 

surplus-value, by reason 
of the fact that a smaller proportion of the social labour- 

orce was required to be employed in producing the 

workers subsistence, so that the “net produce” increased 

alike in value and m amount; or, as Marx put it more 

directly, by reason of the fact that a smaller portion of 

the labourer’s working-day required to be employed in 

replacing the value of his own labour-power and a larger 

portion of the working-day remained to produce surplus- 

value for the capitalist. This possibility had been 

suggest^ by Ricardo, but had not been pursued by 

remrn.^'' diminishing 

urns on land had apparently caused him to belittle 

s significance, save as a consequence of the opening 
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nn of foreign markets and the importation of cheaper 
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transformed into a finished product, and during all this 
time requires very insignificant contributions of labour”. 


Moreover, he did not confine the concept to Wicksellian 
working capital , but explicitly applied it to instruments 
of labour as well, indicating that, since fixed capital 
imparted its value to the product “piecemeal”, it generally 
had a longer period of turnover than working capital; 
but not invariably so as the timber-example showed.^ 
Where he differed from later economists was that he 


emphasis of Volume I that, 
despite the influence of capital-turnover on the rate of 


profit, aggregate surplus-value remained uniquely deter¬ 
mined by the relation between the value of labour-power 
and the value of the product—the crucial exploitation- 
relation that was the foundation of his structure. 


But these were no more than prolegomena to Part 3 
of Volume 2 which he devoted to an analysis of the 
effect of capital accumulation on the division of the 
productive forces between the industries producing means 
of production and the industries producing consumption 
goods. The demand for the former depended on the 
current rate of renewal of constant capital and on the 
rate of addition to the existing stock of constant capital 
(or “stored-up labour”); so that any sudden change 
either in the rate of capital accumulation or in the 
proportions between constant and variable capital was 
likely to result m a disproportion between these two 
branches. To the process of exchange between these 
two departments he attributed crucial importance- and 


follows . . . that according to the different length of the 
p nods of turnover, money-capital of considerably different quantity 
must be advanced, m order to set m motion the sle quamity of pro- 
ductive circulating capital and the same quantity of labour-power with 
the same intensity of exploitation”. (Ibtd., 366.) 
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third section of Capital, volume II, in 1885. The 

manuscripts which were later published in volume III, 

and which deal with the tendency of the rate of profit 

to fall, were written earlier, in the middle 'sixties, but 

were again no more than “a first draft” and ‘‘very 
incomplete”. 


The main purpose of these st'Jiema was two-fold. 
Piist, they showed clearly the difference between the 
gross and the net product, between the total of com¬ 
modity-transactions and the re\'enue or income of 
individuals. Following, as they did, upon a discussion 
of Adam Smith's proposition that ‘‘the e.xchangeable 
value ... of all the commodities w'hich compose the 
annual produce of the labour of every country' must 
resolve itself into . . . three parts and be parcelled out 
among different inhabitants of the country, either as 
the wages of their labour, the profits of their stock or 
the rent of their land”, Marx designed them, in part, 
to show how it could both be true' that the value of 
each commodity was equal to the value of labour-power 
required for its production plus surplus-value plus the 
value of the constant capital used up, and that the net 
value produced by the economic system was equal 
simply to wages plus surplus-value.» Secondly, they 
postulated the relationships w'hich would need to hold 
between the capital-goods industries and consumption- 
goods industries, on the one hand, and, on the other 
hand, the replacement-demand of industries for equip¬ 
ment and raw materials and the division of income of 
workers and capitalists between consumption and invest- 
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ment.' This implicitly afforded an answer to the crude 
™der-consumption theory: it showed that capital 
„lat.on could proceed without causing aity 
problems within the sphere ot exchange, provided that 

these relationships were observed. • -j , 

Marx was quick to add, however, that under individu¬ 
alist production for the market these necessary relation¬ 
ships could only be preserved by an accident , an 
he made it clear that in a moving situation the process 

ot exchange would be subject continually to danger of 

disruption owing to the absence °f 

anism in a capitalist economy whereby the requisite 
proportions could be maintained. Any change of a 
Laior order in the economic system, m particular a 
change in technique or the rate of accumulation, wou d 
end as a normal, and not merely an accidental re* 
to a rupture of equilibrium. That this is so follows 
from the fact that production, which is interdependent 
in its various branches, is controlled atomistically by a 
number of unrelated and autonomous decisions each 
taken in blindness to the related decisions that are 
simultaneously being made elsew here = 

and can only do so u/ter the event-can only so do 
pteciselv through the pressure of the price-changes 
which the initial rupture of equ.lihrium creates, 
crisis appears as catharsis as well as retribution, as 
rte sole mechanism by which, in this economy, equi- 

. Dr. KskCki h., poinu-a .w am. Mm. .... hew “f ^ 

the same thing as Ilie Theorv of Econ. 

"saving*’ and "investment ex post, (tssays 

Thi””;*.',’ and i.. tcl..i«n .o .he genef.ion of economic flaclu.. 

non" nmw toliy developed U...- (tfh.p.e, VI md p. .,4 idl.) 

102 



ECONOMIC CRISES 

librium can be enforced, once it has been extensively 
broken. 

It is evident that there are two forms which this 
break in the proportions between these two broad 
departments of industry may take in the course of a 
period ol rapid capital-accumulation; and there is reason 
to think that Marx had both these forms in mind when 
he referred to “disproportion” in the development of 
the two branches. An increase in accumulation, if it is 
a discontinuous increase, will involve a period of transition 
during which demand for consumption goods (as a 
proportion of current purchasing-power) declines and 
labour and other resources are transferred to the manu¬ 
facture of means of production. A fortiori, this will be 
so if the accumulation is accompanied by any sharp 
change m the organic composition of capital. As an 
expression of this fact, profits will tend to fall in the 

consumption-goods industries, and unemployment to 

result. At first sight it might seem that this is no reason 
to provo e a general crisis, and that the decreased profits 
and employment of one department will be offset by 
increased profits and employment in the other department 
m the manufacture of means of production. Why 
It may be asked, should a change of this kind haye more 
than transitory and partial effects, any more than changes 

JL"“we Tt'’ fT-ff continually occur and shift 

the weight of different industries inside the group of 

consumption trades: changes inyolying, say, a transfer 

from cotton to artificial silk, from bricks to cementTom 

gas to electricity? But a fall in activity which is g’ene'd 

to the consumption trades has special consequences, for 

men^or^' H manufacture instru- 

nts of production are dependent on the trades which 
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But while this form ot disproportion may be the 
originating factoi in a general crisis, it need not neces¬ 
sarily be so. A break ot equilibrium may come from an 
opposite quarter, and show' itself first in a decline of 
profit and of actixity in the industries w hich manufacture 
means of production. Indeed, there is a certain amount 
of evidence that this is the most freejuent form in which 
a crisis occurs. Professor J. IVI. Clark, in re\iewing the 
available American data, points out that “observations 
so far as they go tend to the conclusion that general 
consumers’ demand does not lead, but follows, the move¬ 
ments in production of consumers’ goods—that it moves 
up or down mainly because changes in the rate of pro¬ 
duction have increased or decreased the current purchas- 
ing-power of the workers. ... It is at the stage further 
removed from the consumer that the initiatory movement 
takes place that is, at the stage of production rather than 
retail selling. ^ “Pay-rolls’’ (i.e. wage-payments) seem 
to increase more rapidly in the later stages of a boom than 
in the earlier, while industrial production, and in parti¬ 
cular the output of constructional goods, shows a slackcn- 
xng rate of increase as expansion proceeds.- 

But to return to Marx’s scherna of “expanded repro¬ 
duction”: it is instructive to notice the assumptions that 
were implicit in his handling of them; since an examina¬ 
tion of these assumptions leads at once to two other, 
and in some ways more fundamental, elements in Marx’s 
theory of economic crises. Firstly, he seems to have 

consumption goods takes place, these new methods of production are 
not yet available-, and the depression in the consumption-goods industry 
will intervene to check demand and expansion m the caStIgoods 
industry, and so to inhibit investment in these new methods of p^roduaion 

Strategic Factors tn Business Cycles, pp. 48 and 53 

Jbid., pp. 50 - 3 . 
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interrupted. The impulse to save will have proved 
abortive , in the language of some modern economists. 
This is a new problem, whose \’ery existence must 
appear strange to the current idea that commodities of 
one kind are [always.?] exchanged for commodities of 
another kind Marx reserved the answer to this riddle 
until the concluding paragraph of volume II; it was 
that the consumption-goods industries could find a market 
for their goods with the producers of gold in a one-sided 
transaction of goods against money. “Expanded repro¬ 
duction at an increasing rate could occur smoothly to 
the extent, but only to the extent, that new money was 
introduced into the economic system. While this answer 
bore a superficial resemblance to that of Rosa Luxemburg 
—that accumulation required some outside market to 
enable the surplus-value that capitalists wished to 
accumulate to be “realized” by an act of sale-it differed 
from her view in two crucial respects. The difficulty 
only applied, as w'e have said, to the case where the 
rate of saving increased; and Marx spoke of a sale of 
goods against gold as a solution of the problem, whereas 
she had spoken of an export of goods against goods, which 
would not necessarily have provided a solution to the 
problem of an unsaleable surplus of consumption goods.'^ 
it was, however, a very abstract assumption that 
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list the “counter-tendencies” and set tliein beside his 
previous analysis as reasons why in fact “this fall (in 
the profit-rate) is not greater and more rapid”.* There 
seems little doubt that Marx fully expected that the rate 
of profit would in fact continue to fall as capital accumula¬ 
tion and technical change proceeded. But that he pro¬ 
vided no a priori proof that one set of influences would 
necessarily surmount the other was an omission which, 
I believe, was made, not because volume III of 
Capital is unfinished, but advisedly; made advisedly 
because it would have been alien to his whole historical 
method to suggest that any answer could be abstractly 
given or that any conclusion of universal application could 
be deduced mechanically from data concerning technical 
change treated in vacuo. Marx undoubtedly conceived 
the situation as one in which the actual value-changes 
that emerged were resultant of an interaction of technical 
changes and the particular configuration of class relations 
which prevailed at the given time and stage. The whole 
emphasis of his approach was on the dominating influence 
of the latter in shaping the “law of motion of economic 
society . (Among the factors relevant to this deter¬ 
mining class-relation were the conditions of supply of 
labour-power, whether workers v/ere organized in trade 
unions, and so forth.) This law of motion could not be 
given a purely technological interpretation: could not 
be made a simple corollary of a generalization concerning 
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u of chanees in productive technique. The 
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ployed.1 This might be due to the fact that the natural 

rate of increase of the population w as greater than the rate 
of capital accumulation, or that labour was being displaced 
by machinery faster than inv'estment in new industries 
was absorbing it, or because certain areas of the economy 
were still at the stage of what Marx called “primitive 
accumulation’’, under which peasantry or small pro¬ 
ducers were being dispossessed and proletarianized. 
This situation would be that pictured by Ricardo as the 
golden road of capitalism: each new wave of capital 
accumulation could be invested in a repetition and 
enlargement of previous productive processes, drawing 
on additional strata of labour-power at no higher price 
than previously and exploiting these new strata at the 
same rate of surplus-value as before. In other words, 
the field of exploitation could extend pari passu with 
capital accumulation.^ Consequently no fall in the rate 
of profit need occur; and for the same reason there 
would be no motive, ceteris paribus, for any alteration 
in the organic composition of capital.^ Each cycle of 

previous; but the 

proportion in which capital was divided between constant 
and variable capital would remain the same; while there 

il speak of as a cond.t.on of 

nfinitely elastic labour-supply to industry in general. We are also 

food are in perfectly elastic supply. 

Cf. Marx: The creation of surplus-value, assuming . sufficient 

accumulation of capital, finds no other limit but the labouring population 

^ The reason of this is that presumably capitalist entrepreneurs had 
previously distributed their capital between purchasing labour power 

fK- P''°^fable proportions. Unless the price of any of these 

in Tv be no motive for capital to be distributed 

m any diftcrent proportions. liiuuicu 
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would be no problem of “disposal" of ^ 

making mLns of production and means of consumption 
continued to correspond to the proportmn in which the 
money-income of society was devoted to investmen 
(including repair and replacement) and to expenditure 

°''lf°there'''impingcd upon this situation the invention 
of some new technical process, which made machines 
more efficient or created a new use for machinery, 
Tere would now be a motive to change the organic 

nf raoital in the direction of investing 

;rpCi'or.ely ^rls'constant eaphal and less as 

variable—to substitute machines for men, or 
Tp Lbour” for “living labour”. But in tins sUuaUon 

the change would not necessarily result in a fall 

the rate oi profit. If we assume that the new process 

is capable of application to all industries, including 

agriciBture and the industries which manufacture means 

of moLction, then the rate of profit may very well rise 

and not fall. For, provided there is no influence tendi g 

to raise real wages (a condition which is ^ thf value 

bv the surplus condition of the labour market), the va ue 

Ji labour-power will fall along with the fall m the J/alue 
exploitation or the rate of surplus-value , while 

1 The arRument of 

Handelkrhen m England pp. 21 z .’ 5 )-^ i • ^ 

in Kyoto Vmveruty Econ. ^ J [n the rate of profit, rests on 

orRan.c composition of surplus-value (m the 

example cited) is doubled as a „ previously was 

ochiced b, makins ih. lo.a .li.idi ihc con- 

Seni: oT:or! 
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increase of productivity will lower the value of machines 

and raw materials in greater or less degree. In other 

words, the counteracting tendencies towards an increase 

of relative surplus-value” and to a ‘‘cheapening of the 

elements of constant capital” may overbear the tendency 

to a decline in the rate of profit latent in the initial change 

in the ratio of constant to variable capital. Moreover, 

the tendency of labour-saving innovations to increase 

the state of ‘‘relative over-population” may exert a still 

further effect in depressing wages below the level at 
which they previously were.i 

Let us now assume, instead, a different state of the 
labour market: namely, one in which ‘‘relative over¬ 
population” IS small and in process of being exhausted 
by the expansion of industry, and the process of prole¬ 
tarianization of intermediate social strata is slow or is 
arrested, or else one in which the workers are sufficiently 
strongly organized to resist any pressure to reduce money 
wages and even to increase them whenever the com- 

.1 • . ^ ^ ^ Ur power permits. In 

this situation, as capital accumulation expands and 

the surplus of labour-power available in the market 

if tr; ““LTLTow. “wk"; S: p" iTIir' 

conyan., .he price of fin,she, p.„fi„^ 

Ln ,fie foSer t ThT°' 
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approaches exhaustion (this need be only approached, 

"wer til create a'endency for the price o labour- 

nower to rise- not necessarily to rise universa y, 

L<.t for certain types of labour and in certain industries. 

Tfc rs a armfar L,e of affairs which prevails near the 

"n Ik ' of an tndustrial boom. In other words, m this 

case capital accumulation is tending to outrun any 

means of the “ploitation of the 

existing field, the rate of profit per unit of ™ 

llur-power^ " TewTeXlf^ '^“e" ct 

res"uh "I lining of the organic composition of capUah 
in Ihis lase the cLnge in the ratio of constant to variable 
ramtal ir associated with a fall in the rate of profit, since 

iftheTabtm mX^X^ prell^^^^^^^ 

at least equivalent “compensation for this t , 

ILpI of 1 increase of “relative surplus-value 

1 The distmetion which is beme hisde here corresp jneenlions 

Hicks' disnnciiin keiw- ■'sWonoin-, „„ ,,„e of 

(Theory of H tint's, p. 123). rn^-thod previously known, but not 

knowledfte, the latter a to the relative cheapness with 

previously profitable to utilize P other 

evh.ch labour could be , of constant capital, cannot be 

type of ••compensation ^ decline m profit m this case, 

sufficient to Lountcrac iiiivilent to the clyan^e in the ratio 

bcc.use It this chciipcniiis ""'y,viii'inhlc cpiml 

of machinery, etc., to laboui. invention would not strictly be 

would mil Chiinec m w„„|J hnve been ,,rofitiiblc m 

of a "labo,ims.iciri(: typ . | arcuincut b'f- 

^ ^ 111 



ECONOMIC CRISES 

The importance that Marx assigned to this falling 
profit-rate tendency can be judged by the emphasis that 
he placed in his answers to Say and Ricardo on their 
neglect of the fact that capitalism was a system, not of 
“social production’’ (motivated by social ends), but of 
production for profit. Hence it was not the abstract 
limits to exchange, but the limits to investment and 
production at a certain rate of profit that was the relevant 
consideration. He accused the classical Law of Markets 
of concentrating so exclusively on the interdependence 
of production and consumption, of supply and demand, 
as to treat them virtually as identities; and hence to 
omit the very factors that were capable of producing 
disequilibrium between these elements. In depicting 
exchange simply as a process of C—M—C (Commodities 
Money Commodities), they neglected the fact that 
capitalist production was characterized by the relation 

f (Money-Capital: The Commodity, 

Labour-Power: Money-Capital plus Profit), and that if 
the conditions for realizing the expected profit from this 
closed transaction were interrupted, the transaction 
would be suspended, with a resulting rupture of a wide 

dependent exchange-transactions. 

Ricardo , Marx wrote, “conceives capitalist production 


of new invention” proportional to the “rate of savine” 
proportional fall of costs he arrives at is a ioint ’ f ^ 

new inventions. What he says ,n the ensu/ng chapter of TeTesSs 
of ^mncreanng rate of saving would surely apply equallv to T p. ? 
rate of saving and static conditions of techjque? Neither Mr Durb 
assumptions, nor those of the former of my two caseCa W r " 

consistent with what is generally termed ‘‘full equilibrmm->"''M 

lie 
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conditions should never con r When we speak 

of value and ricnes, labour, it is 

u Unt when we speak oi capu*^ 

'whole. hOL wnei i o'.rmiflrj^nce onW 

clear that the gross revenue _ 8 j 

„aer to create a net revenue. J“ „here there 

(the Ricardian economtsts) spe y objections 

is contrast and ’^^^ootion have the same 

made "b'; “georproduction as a mode of 

production tvte h ^^ohange). or they see socih; 

purchase ■ ^^^jdes its means of pro- 

production in resources according to a plan, 

duction and drey are necessary to the 

satisfaction of different ^ ■'over- 

capitalist P“‘^“'“"b-'becomes possible in the sense of 

! volume of capital -cumulat'O^^-U^';^^^, , 

with the maintenance tnany means 

“There is periodically a produc i 

of production ^^^p^hation of the labourers 

serving as means fo P ^ 

at a certain rate of profit. . • • 

much wealth is produce . in its capitalistic 

periodical over-pro The capitalist mode 

and self-contradictory forin^^ „ 

of production, for this Teas , Inadequate 

certain scale Ilf "'“t “s“m a'slandSll at 

under different conditions, it comes 

VI ill p 5 f v„l. Il.pp. lovsi'i J"i »'“l'■'‘' 

* Mehru'ert, \ol. HI, P- 54. 
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a point determined by the production and realization oj 
profit^ not by the satisfaction of social needs/* ^ 

The tendency for the rate of profit to fall as the stock 
of capital equipment increases plays a prominent part in 
certain recent theories of the trade cycle {e.g. Mr. Keynes 

and Dr. Kalecki); and its connection with the causation 
of a crisis hardly needs elaboration here. But it has 
sometimes been supposed that Marx’s theory was seri¬ 
ously incomplete because, in the absence of any proof 
that the rate of interest would at the same time rise (or 
at least be rigid) instead of falling, it did not explain 
why a fall in the profit-rate should cause investment to 
decline. Some have even suggested that crises are rather 
to be attributed to the failure of the rate of interest to 
fall than to the fact that profit falls; the practical im¬ 
plication of this emphasis presumably being that the 
trouble is not attributable to capitalism per se, but can 
be remedied by an appropriate monetary policy which, 
as investment proceeds, permits the rate of interest to 
fall pan passu. True, Marx nowhere explicitly refers 
to the relation between profit, the interest-rate and the 
volume of current investment-decisions. But he clearly 
distinguishes the separate influence of the two—a dis¬ 
tinction which, as Prof. Hayek has remarked,^ later 


mi//?/’ Marx admitted that it 

.b,.,u.o-„,a,ive certain class co„di.,o„s and ,o . Smt'tvd “"f 

a. ‘r"' 

factors. ’ by “real”, or production, 
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rt- rtrr. 

chapter *%7/=/!„‘"rperiod whet, a crisis is 
thinking t at a j„,ecest tends to rise. On the 

germinating whether Marx’s emphasis was a correct one, 
SltTuffice m here that there is some reason to 

think that c 8 writers 

smaller role in curtain g ground 

for doubting the ability of monetary ° 

the long-term rate of interest in any sufficient 

I the theory of Marx was different m important 
It the ineui> vpr<gions of the undercon- 

respccts from that o m ’ ■ relationship of the 

re-liu^r s them : sense in which his 
former o the underconsumption, 

;r to-Un tder^^ ’^he tstr mvest 

menf neceslanlTruses over-production unless some 
new source of consumption •J'™"^^JPP“prevem’crises 

sense that “nse that a deficiency 

and cure Jt-ptcssion. o n the s ^ ^ 

of tonsump ton ts ':,„„ao,np,ion-goods 

crisis, so thst h tri 

industries. At ti e a ,„„ai„npuon a negligible 

IXertrX:;.:" on the realisation of profit 

« 

f Ci' KaKCki, r'/>. c^t. 

•d Cf Ha....a, Tn.dc Cy,!,'. r(.S-70. ftf- 
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We have seen that there was one ease where Alarx 
treated the crisis as oriunnatir.^, not “witltin t!ie spliere 
of production , but in an element of disepuililwium 
within the sphere of circulation, or exchant^e. 'This 
was the case of an increxise in the ixite of savinp which 
caused a glut in the consumption-goods industries. But 
there are passages which sound as though he regarded 
consumption-demand as a lirniting factor m a more 
fundamental sense than tins. 1 he two passages w hicli 
are most frequently cited by those who interpret his 
theory as one of under-consumption are the following. 

The last cause of all real crises always remains the 
poverty and restricted consumption of the masses, as 
compared with the impulse of capitalist production to 
develop the productive forces as if only the absolute 
power of consumption of society were their limit.” ‘ 
This occurs in the course of a criticism by Alarx of the 
view that crises are caused by a scarcity of capital. Its 
immediate context is inclined to be obscure and does 
not aid in determining its meaning. If it stood alone, 
U would doubtless be open to a simple under-consumption 
interpretation, similar to iMalthus or Rodbertus. But, in 
view of all that Alarx has said elsewhere, particularly 
m view of his explicit repudiation of the Rodbertus view 
that ‘‘crises are caused by the scarcity .of paying con¬ 
sumption” and that ‘‘the evil could be remedied by 
raising wages”,^ we clearly cannot give it this inter¬ 
pretation. The second passage is this: ‘‘The conditions 
of direct exploitation and those of the realization of 
surplus-value are not identical, d'hey are separated 

’ Op. at.. Ill, p. 568. 

vuo. above, p. 90 f. .VIoreover. this latter passage in Vol II 

ahov^.^^Tor)'' furmer passage from Vol. HI. (Sec 
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Iwica'ln' .re'pTo^uc“r p„"wcr’'orsoc7cl’y.^he hs. by 
duc,ro?^'rbv' .rc'Tsumtrpow ™of The 

tueris L determined e.ther by the absolute produeme 

Dovver noi by absolute consuming power, but y c 
^ frUof IQ Kmed on antiiGonistic conditions 

great mass ^ F F i What it seems 

evith.n more or less .hese 

reasonable to suppose „„„|d, I 

S - av s^me fairly^nde'^acceptance. 

f r’nfit which can be realized on existing capital is 

ESb EiS 

To me,ease consumpt.on would be he mo 
way of increasing profit, because 

momentary effect, it would “widening” 

future ^“Pbal-goods (affording room 

of capital) and hence exerting .^hausting invest- 

the tendency of new to fall.“ 

Any increase of mass consumption, however, 

1 Marx, op. cit.. Vol. Ill, ^ of the consumption 

2 S.ncc the level of -nsumpt.on hm^^ 

trades, and hence the ,,,,1 necessarily result sooner m 

rut-nisr:. - ”r,o‘ ™ 

.t,;”";' '“=rr Jv;««■ ••< 

,he smaller .s the level of consumptmn. 
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of wages would merely take away on the swings what 
it contributed on the roundabouts; it would raise costs 
as much as it increased demand. Hence there was 
little prospect under capitalism of consumption increasing 
proportionately with productivity. On the other hand, 
increased investment, while it might temporarily have 
a similar effect m increasing demand, precipitated the 
problem of changing composition of capital, and hence 
of a falling profit-rate in the near future. In this sense 
consumption was an incident—an important incident—• 
in the total setting: and the conflict between productivity 
and consumption was one facet of crises and one element 
of the contradiction which found expression in a periodic 
breakdown of the system. At the same time, it remained 
only a facet; and it seems clear that Marx considered 
the contradiction within the sphere of production—the 
contradiction between growing productive pow'er, con¬ 
sequent on accumulation, and falling profitability of 
capital, between the productive forces and the productive 

relations of capitalist society—as the essence of the 
matter. * 


But if consumption may be a limiting factor on the 
realization” of surplus-value, it is evident that the 
labour-supply is a crucial limiting factor in the creation 
of surplus-value in the first instance, and that as such 
Marx treated it as fundamental. Marx treated a crisis, 
not simply as a transitional dislocation, but as playing 
a positive role in shaping the long-term trend of the 

’ E. Varga, for instance, in his Great Crisis and its Political Con¬ 
sequences, interprets Marx as defining crises as the conflict between 
P uctive power and consuming power”, and so interprets it in 

^^^^*^^^''e7sense as a problem of markets and commodity-^ 
onH admits IS to express the matter in “greatly simplihed 

^ apparent in L. Corey’s 

Decay of A 7 nerica?t Capitalism, csp. pp. 66 and 71. ^ 
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svstem-as reacting on the new equilibrium into which 
after a crisis, the system tended to settle; and he did 
largely because of the influence exerted by a crisis on 
what he termed “relative surplus-population or the 
“industrial reserve army”. “Crises are always momen ary 
and forcible solutions of existing contradictions, violent 

eruptions which restore the disturbed l 

while“d A principal effect of a crisis will be to ecreat 

or to swell this “industrial reserve arrny . This m turn, 
will have the effect of cheapening the price of labour- 
power: how strongly and how rapidly 

mined the strength of the workers resistance to fall g 
wages The immediate effect of such wage-reductions, 
it is true, may be to deepen the crisis by reason of the 
deflationary effects of reduced wages on the demand f 
and the price of consumption goods. But m so far as 
“"e^I^^sents a lowenng of the real price of labour-power 
it will create the condition for an increase ra 
surplus-value and so will serve to prepare the ground 
for a resumption of the investment-process. This 
cheapening of labour-power will also react in some 
measure on the previous tendency to ^ ' 

of technical change by making more primitive technical 

methods proBtable once again. _ 

This periodic recruitment of the mdus 
army", therefore, appears as the lever by 

system resists any serious encroachment o" 
values, and compensates itself for the tendency P 
accumulation to cause the rate o profit to de line^ t 
is what Marx termed “capitalism s own law of popula 

1 Vol. HI. p. 292. 
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tion ; which explained unemployment and poverty as 

existing, not because human productive powers were 

insufficient to wrest a livelihood from nature, but by 

reason of the limits set to employment and to wages by 

the conditions for the extraction of surplus-value; not 

because population was redundant in anv absolute sense, 

but because capital was redundant relatively to the 

possibilities of reaping an expected rate of profit. Crises 

as the uniform reaction of capital to disappointed profit- 

expectations, accordingly seem to operate as if the 

capitalist class were to act in unison as a single monopolist 

vis-a-vis labour. We have this picture: that so soon as a 

condition approaching full employment is reached so 

soon as investment extends the utilization of existing 

technical methods beyond a certain margin, so soon as 

thereby the mass of producers are on the threshold of 

receiving any considerable improvement in their share 

ot the benefits of progress, the fruit is snatched from their 

grasp, and the inexorable law of the labour market 
batters them into humility once more. 

A distinction has been made above between an exten- 
swe and an intensive development of the field of investment 
This distinction is, I believe, of crucial importance, not 

sdves, the circumstances out of which they develop and 
the new developments which they create, but also in 
relation to Marx s theory of wages and hence to the 
Chan|ng form which the proletarian struggle assumes 
at different stages of development. In the golden age 

the?nT?''r P'^riodic recruitment of 

the industrial reserve army was a sufficient method hv 
which the field of exploitation for a growing capital 
accumulation could be maintained intensively It cln 
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. 1 method of capitalism 

be regarded, perhaps, as the elass - me n p 

for nreservinc the rate of profit. But by tne lou 

tar^^of the nineteenth century, rvtth the growing 

r^ncrth of labour organization, and consequent ngidi 

.nrhers as in a faUing 

the capitalists. Malthusian law 

Marx rested his theory of Nvag ^ 

of population as ^hat Marx treated 

explicit y eni . at subsistence level as 

the assumption that w g means as 

no more than .PPj^j^^ of every situation 

a universal iron la , , his debate on trade 

in the labour market. » Fir<;t Inter- 

rri 

law of population, it might . 

reason why the pn ^rndnrt What was to 

till it equalled the value o p j ^ ; demand 

prevent ^ fhe wage- 

equality on which nersistence of a surplus- 

X-rarUenTcL::. one throughout the history 

1 Brnrand Burs..., to, maker th.a slalemm. in Fr„d.. 
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of Political Economy, and one for which so many 
shallow apologetic answers have been devised. The 
crucial factor which operated here—according to Alarx’s 
^ e n s 1 ve mechanism by which the system 

inhibited its own self-extinction—consisted in the double 
reaction whereby the industrial reserve army was periodic¬ 
ally recruited: the tendency ot capitalist economy to 
have a bias towards “labour-saving” changes ' and the 
tendency for accumulation to be retarded and for invest¬ 


ment to recoil when signs of any appreciable fall in the 
rate of profit appeared. On the one hand, this intensi\e 


recruitment of a labour-reserve—a factor operatincr, 
It were, from the side of demand in the labour market 



and, on the other hand, the extensive recruitment of new 
labour-supplies by increase of population, bv proletarian¬ 
ization of intermediate social strata, or by the extension 
of investment to virgin colonial areas, were the factors 
which operated continually to depress the price of 
labour-power to a level which permitted surplus-value 
to be earned. The operation of one or both of these 
factors was the conditio sine qua non for the continuance 
of capitalist production. From the standpoint of capital, 
accordingly, progress is arrested, and crises occur be¬ 
cause wages are “too high”; and this is how the 
matter is traditionally expressed in economic literature 
But such a statement is, of course, strictly relative 
to the assumption that a certain minimum return on 
capital IS “necessary”, and only retains any meaning in 
this context.^ Rather is it true to say that crises occur 
because proht and interest are too high; since such 
a statement draws attention to the fundamental fact 
that, by comparison with a system of “social pro- 

Cf. J. R. Hicks, Theory of Wages, pp. 123-5. 
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Juction”, “the real barrier of capitalist production is 
“C”'thT''larlv stages of capitalist development the 

rhfre ‘::?^dfLnd. f a of expiation, 

—da^- n^-r'e c^^s 

ducers, of peasantry “od armans^ H 

i:;'m bf shonlveT'Ind easy of cure. 

S“rT%sEa::ss 

difference between the oxxe ana a 

forms of compensation for a ,he 

3eems to constitute the 7 .^p^list 

economy. New methoas untapped strata 

ploitation extendi g u i t Vie nioneered When 

contemporary history is reveali g 

£c aL“tvTSirff»^^ - 

the harvest. 


1 Capital, III, P- 293- 
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Chapter V 

THE TREND OF MODERN ECONOMICS 

Once the formal question of internal consistency is 
settled, the acceptance or rejection of a theory- depends 
on one’s view of the appropriateness of tlie particular 
abstraction on which the theory is based. This is 
necessarily a practical question, depending on tlic nature 
of the terrain and the character of the problem and 
the activity to which the tlieory is intended to relate. 
One frequently hears the claim made for a theory that 
it has a greater generality than some rival formula; and 
on the face of it this plea seems cogent enough. But 
one would do well to be somewhat sceptical of such 
a claim, at least until one was sure that the greater 
generality had not been purchased too dearly at the 
expense of realism. In making abstraction of particular 
elements m a situation, there are, broadly speaking, two 
roads along which one can proceed. In the first place, 
one may build one’s abstraction on the exclusion of 
certain features which are present in any actual situa¬ 
tion, either because they are the more variable or 
because they are quantitatively of lesser importance in 
determining the course of events. To omit them from 
consideration makes the resulting calculation no more 
than an imperfect approximation to reality, but never¬ 
theless makes It a very much more reliable guide 
than if the major factors had been omitted and 

127 



POLITICAL ECONOMY AND CAPITALISM 

rt t r"“-pH 
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nSror otherwise of the particular assumptions chosm 

:r:s^'f::r Thf ^o^ 

results (provided the assumptions arc rightly chose ), 
results (pro factors introduced 

to he srbsequLt approximations has the effect merely 
of adding certain additional parameters to the ongina 
^quatlf, and not of altering the structure of the 

'TetndltTn: may'base one's abstraction. not on any 

M „ n^f fact as to what features in a situation are 
IlseSal and what are inessential, but simply on t e 
formal procedure of combining the properties p° 
foThetlogeneous asso-ent of situations and building 

"!entifirwriterde°sfribed as a "general definition 

of the things themselves according to their 

ot the tnings (1, ) 

nm“much foundation in knowledge", ‘ 

most subtile webs" from “themes not all collec e 
a sufficient information from the things t emse v 

1 This, I believe, is the case which ^ called one 

principle of the composition of causes applies. Ct. 

" *"sprarqum"ed b\° Prof. L. Hogben in Naetice 5oc.ctv (New Yorh) 

Vol. I, No. 2 . 
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Within limits, of course, such a method is not only 
perfectly valid, but is an essential element in any 
generalization: a generalization is no generalization but 
an imaginary hypothesis unless what it generalizes is 
something common to the phenomena to which it refers. 
The danger of the method is of its being pushed too 
far, beyond the point where the factors which it embraces 
cease to be the major factors determining the nature of 
the problem which is in hand. What the abstraction 
gains in breadth it then more than loses, as it were, in 
depth—in relevance to the particular situations which 
are the focus of interest. And the danger is the greater 
in that this point may be passed without any awareness 
that this IS so. Fretjuently this method of progressive 
refinement of analogy has led to little but confusing 
sophisms. In a sphere where generalization can take a 
quantitative form the method can have a greater show 
of reason and is doubtless less subject to abuse. And it 
may be the case that, even in its more abstract forms, 
the method can yield some element of truth; since so 
long as the abstractions it employs retain any elements 
which are common to actual situations, the relations 
which are postulated must represent some aspect of the 
truth in each particular problem. One may instance, 
perhaps, the theory of probability applied to features 
which are common to all games of chance; or, as prob¬ 
ably a more barren example, attempts which have been 
made to develop general rules of language which shall 
be valid for all particular languages. As a yet more 
barren example one might add the attempt of the 
economist Barone to frame a set of equations which 
would demonstrate that the same law must prevail in 
a collectivist economy as rules in a laissez-faire world. 
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But ,n all such abstract systems there 

le postulate/relaticns as the determining ones rn any 

actual situation, instead of contingent and 

by other features ; and hence of presum,ng too readdy 

that they will apply to novel or imperfectly known 
situations with an abstract dogmatism as the result. 
There is the danger of introducing, unnouced, pure y 

LagTnary or even contradictory assumptions, and in 

genfral of ignoring how limited a meaning 

Ld the qualifications which the presence of other con- 
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precision of algebraic formulation. In general the 
abstractions employed by the classical economists and 
by l\Iarx \\cie of the first of the two types that vve 
have mentioned. I he concept of the perfect market, 
of homogeneous labour, of equal compositions of capital 
were intended to generalize what were in actuality the 
most essential factors in determining exchange-values 
Patten has remarked that Ricardo was essentially a 
concrem thinker,^ and hlar.x was specially anxious 
that his theory should embrace those features which 
were characteristic of capitalist society rather than 
of any other. While a disturbing influence, even a 
reflex influence, was admittedly exerted by other and 
neglected factors in the situation, this was regarded as 
being of secondary importance in determining the larger 
shape of actual events. Interest was focussed on what 
was peculiar to a particular system of economic relations 
even at the e.xpense of a wider, but perhaps more barren,' 
pnerahty. Since their time, however, I think it is not 
incorrect to say that the efforts of economic analysis 
have been predominantly directed along the second road. 
In abstracting phenomena of exchange from the pro- 
uctive relations and the property and class institutions 
of which they are the expression, an attempt has been 
made to arrive at generalizations which will hold for any 
type of exchange economy. Marshall remarks of J S 
Mill that he seemed to attribute to the laws of exchange 
something very much like the universality of mathe¬ 
matics , even while he admitted distribution to be relative 
to transitory institutions.^ From the general relations of 
an abstract market we pass to yet more perfect abstrac¬ 
tions, and to-day are introduced to the relations which 

' Quarterly Journal of Econ., 1893. 2 Principles, p. 824. 
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>vill necessarily prevail in any "'S" 

Lctvp alternative uses serve given purposes . 

SoTcAing of the real world doubtless still lingers even 
fnTht teLous definition. But hardly enough to make 
one believe that the resulting propositions can “d 
thing at all imperative for the problems of the actual 
^wrld If an economic law is a statement of what actually 

tends to happen, and no a 

between certain implicitly „,,ide to the 

propositions can surely f f„deed to 

ai;L other matters on which they are intended 
,0 pass an i„ Marx's theory of 

•a^', ““ n". a class socieTy the abstract ideas which 

und obscurantist, prec.aybtc^,stj_^^^^^^ 

“0"'" i<» ■>'-<rac. P“;;'‘';,,;;’^”X'of economt 

m;;;::" - gi we w^t .^e. u, 

't i^ not difficult .0 see a parallel tendency ut work. One 
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might think it harmless enough to make abstraction of 
certain aspects of exchange-relations in order to analyse 
them in isolation from social relations of production. 
But what actually occurs is that once this abstraction 
has been made it is given an independent existence as 
though it represented the essence of reality, instead of 
one contingent facet of reality. Concepts become hypos- 
tatized; the abstraction acquires a fetishistic character, 
to use Marx’s phrase. Here seems to lie the crucial 
danger of this method and the secret of the confusions 
which have enmeshed modern economic thought. To¬ 
day, not merely do we have the laws of exchange-relations 
treated in abstraction from more fundamental social 
relations of production, and the former depicted as 
dominating the latter, but we even have the relations 
of exchange treated purely in their subjective aspect— 
in terms of their mental reflection in the realm of 
individual desires and choices—and the laws which 
govern actual economic society invertedly depicted as 

consisting in the abstract relations which hold in this 
ghostly sphere. 

The dividing landmark in the history of economic 
thought in the nineteenth century is usually placed in 
the ’seventies with the arrival of the new utility theories 
of Jevons and the Austrian School. But if we fix our 
attention less on the change of form, and instead on the 
shift towards subjective notions and towards the study 
of exchange-relations in abstraction from their social 
roots, we shall see that essential changes came earlier in 
the century, or at any rate the commencement of tendencies 
which later assumed a more finished shape. Marx, in¬ 
deed, mentioned 1830 as the year which closed the final 
decade of “classical economy” and opened the door to 
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‘vukar economy" ^ and the decline of the glories of the 
Ricardian School. This was the period 

was coming into its own, and when at the same time (a 
the events of the ’thirties were witness) the proletariat an 
its criticism of capitalist society was emerging as a ^oheren 
social force for the first time. Thencefonv^ard, no state¬ 
ment concerning the nature of the economic system could 
“‘‘neutrar’.-^ Economists, becoming increasingly 

1 This ter.B, of course, was not familiar 

abuse, as is commonly supposed, b clLsicar’. He states 

to continental philosophy, as contras , ^ j ^ economy which, 

„„ .. ,e,»..on. o£ pro- 

Since the time of W. t'etty. n . vulgar economy, which 

auction in bourgeois society, m co i.self to systematizing 

deals with appearances only - ‘ everlasting truths the trite ideas 

in a pedantic way, and proclaimi g regard to their own world 

held by the self-complacent r^have had in mind 

(CupiLi/, 1. p. 53 fd M-x 

McCulloch, Senior, Bastiamind ^ implying that Adam 

Smith'l:riLcardf:^^^^^ undei the title of “vulgar economy'' 

"o? coor...o-T;.™ 

is interesting to note that o “complete neutrality , and 

Smith on the subject ot mterca .. of theory and practice 

add, .ha. Adan, h.....h » loop alloa.ed to his 

Still permitted such '' on 74 O On the other hand, Cannan s 

followers". a desire to strengthen the 

position of the capitalist OiUribution, Second Ed., 

p 20f>) seems more questional L . J' ^j,p,talist production, 

ceedingly frank characterizations i t ,,,.,^.my.ftve vears later. One 

which one can hardly ^ the subsequent attitude to 

Ricardo’s “lapse" m h.s third ,„h.ch he stated his 

add a chapter in this edition on ^ ^tachinery was capable 

conversion to the vievi t i.it tu u . ^ -phis shocked McCulloch, 

of being harmful to the interests ot labour the century succeeded) to 
and his followers hastened (ii.id for most ot the century 

draw a veil over this breach ot good taste. 
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obsessed with apologetics, had an increasing tendency to 
omit any treatment of basic social relationships and to 
deal only with the superficial aspect of market phenomena, 
to confine their thought within the limits of the “Fetishism' 
of Commodities” and to generalize about the laws of an 
“exchange economy”, until in the end these were made 
to determine, rather than be determined by, the system 
of production and of productive relations. In his Preface 
to the second edition (1873) of volume I of Capital, Marx 
speaks of English Political Economy as belonging “to the 
period in which the (proletarian) class struggle was as yet 
undeveloped”. Of the period from 1820 to 1830 he says 
that'It “was notable in England for scientific activity in 
the domain of Political Economy. It was the time as 
well of the vulgarizing and extending of Ricardo’s theory, 
as of the contest of that theory with the old school.’ 

bplendid tournaments were held. The unprejudiced 

character of this polemic . . . is e.xplained by the circum- 

stances of the time.” But this, though it was reminiscent 
of the intellectual vigour prior to 1789 in France, was no 
more than ‘-‘a Saint Martin’s Summer”. After 1830 
the class struggle practically as well as theoretically 
00 on more and more outspoken and threatening formis 
Ihis sounded the knell of scientific bourgeois economy.' 

• • . In place of genuine scientific research, the bad con¬ 
science and the evil intent of apologetic.” Even honest 
inquirers were limited by the general atmosphere to 
evasive compromises, and to eclectic attempts “to har¬ 
monize the Political Economy of capital with the claims 
no longer to be ignored, of the proletariat ”. The product 
as a shallow syncretism, of which John Stuart Mill is 
the best representative”. Of that new departure in 
economic thought which marked the last quarter of the 
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..itLpr Marx nor Engels seem to have made 
century neith much notice.^ 

more than cursory mention or to have taRen 

" «.S i. ~-s^ 

deplnllre crnLXo're 0“ a change of f°™ 

a^nce. as ^ 

X =iri= 

XlXeetns » - an ^obvious, h ™«a,t^ 

xxxr, ad - xts 

I, is. 1 think, significant of the temper 

that Foxwell once declined » dehve a 
Address to the Royal Economi y 

? t Xf a*lmct T iX"s te'tween capital 

td Sr lldZe heen mo ^ 

"mtsential problem for Marx, as we have seen. 

parenthetically to the building a new kind o 

on which Mr. George Bernard (p, ^o). But apart 

Socialism and “the Fabian churc b. This would seem 

from this they seem to have made Socialism: 

surprising m view of the importance^^^^^^^^^^ , , 

a fact of which, as this sing iggj; Tht 

aware. Jevons’ Pnnapl.s until 1895. 

Fabian Essays ^peare m - / December 1936. P- 592 - 

* Cf. J- M. Keynes in tcon. jourmu, 
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was the explanation of surplus-value; and it was because 
the successors of Ricardo either evaded this problem 
entirely or provided quite inadequate solutions that they 
provoked his condemnation and his scorn. The “cost 
of production’’ theory of J. S. Mill he regarded as a 
superficial evasion of the issue. Treating value as being 
governed by the price of labour (wages) plus an average 
rate of profit, it was not a refinement of Ricardo’s theory, 
but, since it included no explanation of profit, represented 
an abandonment of the crucial problem which Ricardo’s 
system had presented without ever having solved. The 
“cost of production’’ theory of value solved nothing, 
because it left the determination of the “cost of pro¬ 
duction’’ unexplained.^ But there were others who were 
less innocent of recognising the crucial difficulty than 
was J. S. Mill, and attempted to supply an explanation 
of profit, even if it was one which was shallow and un¬ 
tenable. These attempts fall broadly into two main 
types: on the one hand were those who sought to explain 
profit in terms of some creative property inherent in 
capital, namely, in terms of its productivity; on the other 
hand were those who sought to explain profit in terms 
of some species of “real cost’’, analogous to labour. 


_ * With regard to J. S. Mill’s attitude, Cannan has said: “Senior is 
at least entitled to the credit of having seen that profits had not been 
satisfactorily explained. . . . J. S. Mill, on the other hand, seems to 
have been totally unaware that anything was lacking.” {History of 
heories of Production and Distribution (Ed. 1893), p. 214) Bohm 
B.w„k classod J. S. Mill (along wi.h Jcvons and RofchaO among .Ti 
eclectics in their interest theory, who did little more than add an element 
or two to Senior s unsatisfactory theory. {Capital and Interest, pp. 286 

^tatinTthat^Uh ® T productivity theory of profit, 

stating that the only productive power is that of labour”. {Essays on 

Some Unsettled Questions, p. 90.) In his Principles (Bk. ii (:h xvl he 

?unw a^l. -**hout exa^Tnation o^ 

lurther analysis of the problem. 
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^hich the capitalist contributed and for which profit was 
not a surplus-value but an equivalent. 

rendered by Lpital to product,on had al-dy bee" ^ 

Lauderdale and Malthus and also by Say> *at master 

of Dolished and rounded sentences , as 

called him. Labour which was aided by machinery, sa 

Itderdale. could produce a larger sum of values m an 

Knur than could labour which was not so aided, 
momern he places a portion of capita, in the acqu.siuon 

of a spade, one man must obviously, m t , , , r__ 

day, be able, with his spade, to prepare as rnuch land fm^ 

receiving seed as fifty could by the use of their 

The difference represented the “ productivity o capi . 

Loducdvitv theory, was that, as Marx pointed out, it 
fncluded the ilUch link of imputing to the owner the 
‘‘oroductivity” of the things he owned. A socia 

reCo: betien men assumes the fanta^Jorm oj 

things is not only represented animistically as due 
som! iitnate property in them, but imputed to the in^ 
fluence of those individuals- who exercis g 

!rersh,p over them. On this >eve, there con d e no 

distinction between the •‘productivity “f j 

and of a landlord—to deny which, indeed, P J 

. Laaderdale, Imu.ry .».« ,/.« Nalara ./ » f p^opeH; 

dale admitted, however, that profit may capitalist 

said to be acquired than produced tnLument.” (LeUers to 

r cap:.^ , 

m8 
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to have been the intention of the theory. But neither 
could there be any distinction between the income of 
the employer ot “free” labour and the income of the 
slave-owner; the “productivity” of the latter, indeed 
was presumably the greater of the two since it was 
derived from the productivity of his animate as well as 
his inanimate chattels. A further difficulty has been ex- 

. . income of England 

without any capital would be but one instead of a hundred 

It does not necessarily follow that the whole ninety-nine 

hundredths is profits at present. I'he weak point in the 

explanation of profits given by Lauderdale and Malthus 

IS that, while they show clearly enough that the use of 

capital IS an advantage to production . . . they fail to 

show why the advantage has been paid for at all, why 

the services of capital are not, like those of the sun 

gratuitous. ^ Bohm-Bawerk trenchantly summed up 

the productivity theories of interest thus: “What the 

productive power can do is only to create a quantity of 

products, and perhaps at the same time to create a 

T . to create surplus value 

merest is a surplus, a remainder left when product of 

capital ,s the minuend and value of consumed capital 

may find its result in increasing the minuend. Bu^ in 
so far as that goes it cannot increase the minuend 
mthout at the same time increasing the subtrahend in 
the same proportion. ... If a log is thrown across a 
flooded stream the level of water below the log wili be 
less than the level of water above the log. If if is asked 
why the water stands higher above the log than be ow 

would anyone think of the flood as the cause ? . . Whit' 

Cannan, op. cit.y p. 205. 
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for which wages were paid being regarded not as a human 

activity, involving a given expenditure of physical energy, 

but as the strength of the psychological disinclination to 

work. Abstraction was to be made of human activity, 

its characteristics and its relationships, and only the 

reflection of them in the mind to be taken as the data 
for economic interpretation. 

Already among previous writers there had been signs 
of an inclination, if shown only in ambiguity, to conceive 
the notion of ‘real cost” as something subjective rather 
than objective. Adam Smith had used the phrase “toil 
and trouble”; while McCulloch referred to the fact 
that things which cost the same “toil and trouble” to 
acquire would involve “the same sacrifice” and hence 
be held in similar “esteem” and be “of precisely the 
same real valueWith the introduction of Senior’s 
abstinence” there could be no mistaking that such a 
shift of meaning had occurred. Both question and 
answer had thereby been subtly moved to a quite 
ifferent context. But as an explanation of profits 
even within its restricted sphere, the theory met with 
an essential difficulty. Marx was quick to point out 
that there was no discoverable connection between the 
capitalist s “abstinence” and the profit which he earned, 
and that if they were connected at all, it was apparently 
m inverse relation. He had only to contrast the profit 
and the abstinence” of a Rothschild to feel that the 

" required no further refutation, 
ffis defect was one aspect of a fundamental dilemma 
which faces any attempt to cast a theory of cost in sub- 
lective terms, and to which we shall later return. Where 
was one to set the limit to such “abstinence”, short of 

^ Principles of Political Economy (1825), pp. 216-17. 
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the flood is to the differences of level 

that if a number of factors are jointly necessary to a 
given result there is as little meaning m comparing 

degree of “ necessity ” of these factors m the creation of 

S“.. !. .*».- - ir'E;."; 

h°werrp^iible to give a meaning to 

opmduc^vity, it would have - --^J^st" 
IvL^lSr^chaTacteristics affecting the supply and 

:TdLentiat.on he^e. 1— 

-t: - e^l-™ tr a 

would make it analogous to wages as 

dr—V’wTthlemroS 

Senior’s notorious “abstinence theory. Th 
bemor s landmark in economic thought, 

stituted an importa ^ which was 

because it introduced a spec, of real cos 

r'y-S-shrftd^f-^ - 

^pp“-:!is:r : ” Ts t:pr s ti'; dXrit is 

r"“ obiecflvcly in terms of the things abstained from, 
but' such abstaining could “e^ 

unless one were to -PP^ Thl Tngs. 

Td ff°”:bst"' : 

7n''soT-“iy“lst labour be: labour as a cos, 

1 Capital ami Interest, pp- 
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including in it the sale or hire of every sort of P™P^«y- 
and so imputing a “real cost” to any means by which 
an income could be acquired in an exchange socie y. 

If “abstinence” was to be allowed to the capitalist who 
owned a factory which he had ‘"Merited or owned a 
dock or a canal, how could it 

Of this difficulty Senior was aware; since he pointed 
out that if the revenue to the owner of a dock or can 
is reuarded as “the reward of the owner’s abstinence in 
not selling the dock or the canal, and spending its price 

”enioym^ent”, the same remark applies to ever,^«n. 

e=t t tetxrft be called 

profit”.' Accordingly, he decided to 

leifve one on the other horn of the dilemma: namely, 

that in this case abstinence could not be 
explanation of profit at all. As Cannan has said, Sent 

thLry ended by “reckoning as rent ‘ 

Mah’s^remrt to Senior remained 
towards the end of the century, t e “""jP ^,1^1 

increments, a concept borrowed I™-- ‘^e d f rem a 

calculus, was introduced as an | 

precision to economic notions. Jevon d - t'hy 
Marshall's “effort and sacrifice were me y 
iective “real cost” of McCulloch or of Senior >n ^Jo e 

finished guise. Marshal , ^ more 

discara rue u ^ designation of a sub¬ 

neutral term “waiting ; but as a aesig 

1 Senior, Political Economy (Ed. 1863), p- tig. 

“ Cannan, op. cit., p. 19 ^- 
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jective real cost the concept would seem in essentials tc 
have retained the character of its sired But with the 
introduction of the concept of marginal increments the 
new treatment had this difference/ A relation between 
efforts and sacrifices” and their price only existed at 
the margins and while interest paid and sacrifice involved 
were regarded as tending towards identity for the marginal 
unit of capital supplied, there was no necessary relation 
between the total income received by the capitalist and 
the total “sacrifice” incurred, either in anv individual 
case or for the whole class. The rich man who inherited 
his wealth, and having more than he could conveniently 
spend saved it, might get an income quite dispropor- 


‘ Marshall (Principles, pp. 232-3), noting Marx’s objection to the 

abst.nence-concept, defined the term “waiting” as ap/ving not to 
bstemiousness , but to the simple fact that “a person abstained 

thrpumosT'm consuming, with 

imply ^hat th^ 'ncreasmg his resources in the future”. This seems to 
imply that the concept was not limited by Senior's qualification ex 

eluding inherited property, and that it could equally well be applied 
o land-to the fact that a landlord leased h.s land "or cultSon 
instead of using it for his own enjoyment or subjecting it to ” exhaustive ’’ 
cultivation himself. In which case, as a category of ‘/al co/ 
clearly so general as to lose any distinctive meanini. If ’ 

wrte IrflT psychological ’^pam’’irc/S 

seems to suggest) then'/'"' ' "abstemiousness” 

continuance”. S p ' 

ult^rtrm tVet'tf 

the positive ‘/ain ”-/w/. ’ r hedonistic element-- 

^ncept of work or of waitrng.'Talc/trPar/Zns^’Z xT^ 

corJingU/he e'v1dei/r;rs’e/ T"" I’t seems, ac- 

Part of the background of 
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tionate to any “sacrifice” that he incurred But an 
equality, nevertheless, would tend to prevad between 
the price of capital and the disutility involjd in the 
saving of the marginal £ invested and added to the 
existing stock of capital; since, if the former was greater 
than the latter, capital accumulation would increase, 
while if the former was less than the latter, capita 
decumulation would set in until equality was restored. 
Hence interest was a necessary price to maintain the 
requisite supply of capital. Labour and wages were 
treated by a similar method. Wages would tend to 
equality with the disutility involved in the most burden- 
sLe unit of a given supply of effort, -en though Ae 
worker who loved work and hated leisure mi^ht be 
tunate enough to suffer little psychic pam from hts day s 
labour and yet received the normal wage for hts work.' 

f oil HifFerent kinds of labour that are 

of the commodity. The se J production 

efforts and saenhees will eithe^ 

"■d'n'ordTrTo 01^0" *^ adequate supply of the efforts and waitings 
paid m or, in other words, its supply-price, 

that are required for essential dualism of this theory of 

(Marshall. ,n an article m 1876, he referred 

real cost was admitted y ^ to measure “an effort and an 

to the fact ‘PP 5^°Peommon unit” through the medium 

of some “artificial mode of --sunng hem -- h 

market-values. ^Measurement of “two diverse 

he considered to ^jatter case is much less than in 

the case of two quite dissimilar thing conceived in subjective 

it remains a much Xjecdvely in terms of output of physical 

*.n when uw cone. U 

r:?«ardcd os c"° “volcn. „ .h. ,...o of fhen .none, .f .h. 

same persons supplied both types. 
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The landlord, however, remained in a different cate¬ 
gory, since no disutility presumably was involved, 
even at the margin, in the supply of land, since ex 
hypoihest land as a free gift of nature did not depend 
on any human will or action for its existence. Yet 
even the natural powers of the soil could be sapped by 
exhaustive cultivation and land be reclaimed from the 
sea; while, on the other hand, in the supply of capital 
there was room for a substantial element of what Marshall 
termed ‘‘savers’ surplus Hence, the difference between 
the reward of capital and the return to land was only one 
of degree. ‘Rent of land”, in a famous phrase of 

Marshall, ‘‘is not a thing by itself, but the leading species 
of a large genus. ” 


The influence of this theory over half a century has 
undoubtedly been to discredit the Marxian theory of sur- 
p us-value, and to imply that interest w'as as ‘‘necessary” 
a category of income as wages and essentially similar in 
Its origin; even though a writer such as Mr. J. A. Hobson 
attempted to give a different twist to the theory by making 
It the basis for^an elaborated concept of ‘‘social costs” 
and surpluses which has been hailed in some quarters 
as an attempt to dress Marxian “surplus-value” in up-to- 
date clothes. But the dilemma which confronted Senior’s 

by this more generalized concept 

seem' r I’ ^ vagueness in its enunciation 

appreciated much earlier and more widely than ha! 
been the case Either the concept is too narrow, ff 

elsTit^isto!!'^’ vT complete explanation, or 

se It IS too wide, if more generally defined, to give 

^ I ^ ^ t cost”. If the “sacrif^e” 

.nvolved ‘.waiting” is to have any meaning. S kfst , 
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meaning analogous even to the subjective cost involved 
in work, then it must apply only to acts of postponing 
consumption with which is associated some positive 
psychological loss or pain over and above ^ 

loss of the goods the consumption of which 
gone It may well be said that some such additional 

Lss is involved for the man who starves himself m 
order to educate his children, or in any case where a 
vrLer present utility is sacrificed for a malln future 
utility. But how It can be said to be involved m mos 
ordinwy acts of saving and investment, where an ac 
of exchange of utilities to-day for at least an equal 
quantity in the future is generally involved, is hard to 
L Tb do so is to assert that there is some unique loss 

attaching to postponement, f 

made in time and to no other choices. But doe. one s 
experience suggest that mere waiting for one s fruit 
et« cause, p^itive discomfort unless one is either un¬ 
certain of getting it or one is suffering pangs of hunger 
in the interval? ' Unless “waiting” does indeed imply 

:"abtte:tu7ness” one finds difficulty ^overing 

what positively, it means. On the other hand, if mere 

postponement is all that “sacrifice” is held to represent 
[as Marshall's statements in some places 

and every act of choice involving alternatives, one of 
t Marx retorted to Senior and Mill, “every human 

action may be viewed as‘abstinence from its opposite . 

trv this Question is not necessarily the same as the 
would one decide lo do.e .he ,ro.. now or lo 

wait for It, if the free choice were offered. 

2 Cnbital. I. P- 608 f. 
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At, any rate, if postponement of consumption occurs in 
an act of new saving, it must surely be held also to occur 
in the postponement of consumption of existing and of 
inherited capital; and if in the case where the property 
IS inherited from history, why not also in the case where 
property is inherited from nature as well as history, 
namely, in the case of land? (For the landow'ner to sell 
his land and live on the fruits of this sale as much 
reduces the total capital of society as for a capitalist to 
live on his capital, even though the supply of land itself is 

unaffected.) Marshall, indeed, seems here to have adopted 
the empirical solution of taking all cases of postponement 
tor which a recompense was in fact demanded by indi¬ 
viduals as identical with cases where a “sacrifice” was 
involved in the act—taking individual attitudes towards 
saving at their face-value, and assuming the empirical fact 
of resistance to the act of postponement as evidence that 
a real sacrifice” attaching to the act existed and was a 
fundamental cause.^ This line of distinction may be 
both convenient and plausible. Nevertheless, the crucial 

as more” is postulated 

as lying behind the mere empirical fact of resistance to 

postponement, one finds difficulty in giving it any precise 

meaning or even in believing that ifexils. Ifi ol the 

other hand, no more than the empirical fact of resistance 

« postulated, then this solution rids the notion of “real 

cost of any content: it is to make it indistinguishable 

pm what ater came to be called “opportunity cost”- 

cost of sacrificed alternatives (that “arithmetical 

.heir ...on,., „ "b” 1" i^nocal „i.h ,|,e ,Z of 

iha. .Here any bl" n‘’'sT 
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truism” as Mr. Durbin has called it).‘ Such a quantity 

-iit 11::::; “ rnr 

■iultton of whtch both pmfit 

demand payment Jor a cer^^ 

supply-pri ^ js on the total situation of 

he is" a part To adopt this criterion is to make 
the existence or -n-e— of^a ^ .cnfi^^^^^^ P 
not on the nature individual or the class in 

circumstances —incurred tn the 
question. A sacnhc^ alternatives to forego. 

'’■''°"of ^n^r ?om«vL s“ubiec.ively, any cost- 

r^cept r. lose its -^entity am, d^awodd^oj^ choices 

and alternatives, " “7 °'7..sacrifice” or “opportunity 

rn^d r it; n:tting ezcepts utility 

:E.;rV-;;:. “.x: 

. It remains formally 

cost - as customar.ly stated ^ quant.ttes, ^vhile the former 

the sopply of factors ot P^odvtet.on .v I^ ^ p„ 

postulates that the supply ii-). But in neither case is a 

(and hence .hat .hey or non-supply (in the shape of 
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Even so, there seems no convincing reason for identifying 
such a real cost with the receipt of interest: no reason 
to presume that the incidence of this cost rests (save in 
a sense so superficial as to rid it of meaning) upon the 
class to which interest accrues as income. The reason 
by which this identification is customarily defended is 
that the recipients of interest are those who take the 
immediate decision on which the act of “saving” de¬ 
pends. Yet it is by now a commonplace that the ability 
to save (in the shape of an income of a certain size) is 
the major factor in determining the volume of saving; 
while it is frequently those who claim the rich to be the 
bearers of abstinence that are the loudest in their asser¬ 
tions that if incomes were less unequally distributed, 
and the consumption of the poor were raised, capital 
accumulation would decline. If the latter be true, then 
it would seem that the final incidence of this cost of 
saving must lie, not upon the rich, but upon the restricted 
consumption of the poor, which alone permits those high 
incomes to be earned from which the bulk of investment 
IS drawn. If we were defining the result of investment 
m an egalitarian socialist economy, we should have no 
doubt what to say: we should say that one of its results 
was a relative restriction of present consumption, the 
incidence of which fell on the community at large. Yet 
in the unequal society of to-day the pedlars of abstinence 
theories would have us believe that the restriction of 
present consumption which results from this investment 
tails upon the rich and not upon the poor, upon whose 

restricted consumption the high saving-ability of the 
former depends. If abstinence can be held to exist as 
a real cost” at all, it must, surely, be regarded as being 
borne by the proletariat which receives no recompense 
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for its pains, rather than by the capitalist who draws 
interest as price of the restricted consumption of others. 

To assert the contrary is, surely, to be gm ty o e 
circular reasoning of assuming the ‘"“me °f‘he capitalist 
to be in some sense "natural” or inevitable in order 
to show that what he invests of this income is the unique 
product of his individual abstinence in refraining from 

doing what he likes with his own ? , . - u 

Apart from these fundamental difficulties m the con¬ 
cept of subjective real cost, there is a further reason why 
any cost-theory of this type is incompetent to explain 
interest as a concrete phenomenon in the actual wor . 
The actual world is one in which capital accumulation 
is a continuing process, and not one m which production 
is carried on with a constant stock of capital, the interest 
earned on which is in “equilibrium” with a certain 
“supply-price of waiting”. If there were, indeed, such 
an equilibrium, then no new capital accumulation would 
take place. Hence the “surplus” element in interest, 
even in the restricted sense in which the^term saver s 
surplus” is employed, is actually much greater than 
Marshall’s theory on the face of it represents: for any 
rxBting stock of capital there is, in fact, no, _even an 
equality between the reward of capital and the supply- 
price of waiting” ai the margin} 

^ 1 n 1- P Rimscv If the rate of interest exceeds the rate of dis- 
Ct. I .1 • , be equilibriujn. but saving, and 

counting the iutuie thcr I centuries 

since a great deal cannot be saxed in but only 

before equilibrium is Tcac c , that the rate of 

approached , demand price, and may greatly 

interest is governed primari y abstinence." ("A 
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Neither these ambiguities nor these special aimcuiiies 
were involved in the interest-theory of Bdhm-Bawerk. 
He had explicitly abandoned any attempt at explamiae 
values in terms of cost, and for him a cost was ahvavs a 
determined, not a determining, element, representing 
simply an opportunity-cost or displaced alternative, de¬ 
pendent on the strength of competing demands. Thereby 
costs were all ultimately traceable back to demand and 
t^o utility. He was not concerned, therefore, with what 
he regarded, in that form, as the meaningless question 
as to whether any subjective real cost was involved in 
the supply of capital. He v/as concerned only with the 
question, on the one hand as to whether the act of 
postponing consumption, in other words an act of choice 
t rough time, had any peculiarity attaching to it wTich 
would cause a given quantity of present utility generally 
to be treated as equivalent to a larger quantity of utility 
m the future, and, on the other hand, whether the fact 
of time had any significance for the productivity of labour 
He concluded that there was this peculiarity attaching to 
choices made through time: that the dimness of till 
and imagiMtion, which was a general psychological trait 
ot human beings, caused objects and events at a distance 
m time to be permanently discounted when balanced 
subjectively against equivalent objects and events which 
were close at hand; while, on the other hand, time had 
significance for production in that labour expended on 
productive processes which took time (“roundabout” or 

4 ty oetween the interest currently received anH tU^ “ • i 

svipply.price-of the existing stock of canit^l—^ri ^ ^ , marginal 

be no netv investment. ^ there were, there would 
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Ions or indirect methods of production) was generally 
more productive than labour expended directly to produce 
immediate output. These two influences were principally 
responsible for the fact that a competitive market always 
plaLd a premium on present goods as against fu ure 
goods, both because in the individual estimation the 
former were valued more highly, and because the posses¬ 
sion of goods in the present (e.g. subsistence for labourers) 
enabled labour to be employed on “roundabout or ong 
processes of production which would yield a larger final 
product than labour employed at short notice on im- 
Ldiate and current production. The one factor operated 
on the side of supply, and the other tactor on the side of 

demand, to produce a permanent discount, 
of the “future” price of anything over its spot price. 
This premium or agio on present goods was the pheno¬ 
menon of interest, which had given rise to the problem 
of “surplus-value”. Not “human prospectiveness ^as 

Marshall put it, but the prevailing weakness of human 

prospectiveness-or what Professor Pigou has aptly 
termed a deficiency of the telescopic facult> - was 

the explanation of the mystery which had perplexed 

economists for half a century. theory 

It can hardly be denied that th.a mgentona theory 

contained positive elements which afford mslgh , 
descriptively and analytically, into ccrPun aspecs 
^rtto proLs of capital accumulation. E«n though 
time or “roundaboutness” was clearly not the 
even major, condition of the productivity ot technica 

processes, it was clearly an important 

time was irreversible, the time-dimcnsion of ditterei 
productive processes assumed a particular significance 
In determinmg the order in which such processes were 
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successively adopted. Morcov'er, the concept of “stored- 

uplabour”,asrepresentedbyan additional lime-dimension 

(the length of time over which it was designed to be 
stored), was an objective one which was independent of 
the subjective theory of value in which the remainder of 
the theory was cast. But, viewed as a whole, as an ex¬ 
planation of surplus-value, the theory depended for its 
validity on the subjective theory of value of which it was 
simply a part and a particular application. Given the 
adequacy of this wider theory, its own adequacy seemed 
to be implied; since it showed that interest was simply 
the product of a general subjective estimation, as was 
any other value: in this case a subjective estimation of 
things separated through time. If the former was valid 
as a general explanation of value, so was the latter as 
the eylanation of a particular value; if the former is 
invalid, then so also must the latter be.^ 

Yet, after his impressive critique of previous theories of 
interest, it is strange that the weakness of his own theory 

For ,hi, r,..o„ ?, S hiid Th^ a- t 

the subjective theory of value sinrp did not depend upon 

future was only owe of the reasons for the under-estimation of the 

the influence of this subjective fart of interest. Without 

superiority of roundabout methods’’w^uirdearjy'te 

plaining interest as an endurwg phenomenon and '"capable of cx- 
consequence of permanent elements of thf’ ^ “ necessary 

Itself, It would rank no higher than any othe7TrtL'’r'^d^"^ - ' 

explanations which Bohm-BawerW h.'mc if ^ ^ productivity- 

productivity of " roundXut ri c The higher 

why labour applied to this particukr m explain 

the absence of some additional reason a surplus-value, in 

of labour to this use was restricted and h application 

might suffice to explain the su^l " L)? It 

phenomenon due to the time required^foVX'’^"^'^^ disappearing 
more productive “roundabout methods “ bm of these 

consistent with full equilibrium. ’ ^ ^ * phenomenon 
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Its inability to answer essential questions—should not 
hai c b:™ P.a.n .o author, and partKular.y strange .ha 

he should have unagmed that ,t 

answer to the problem as it was posed by Marx, a 

hence a refutation of the answer which Marx gave. In 

what sense did this theory explain the 

interest-' Hardly in any sense which could assimila 
interest to wages in its origin or in the character of its 
iternrlnation or in ns universal -necessity” as a catego^ 

S uic'nie. It amounted to an explanation ,n terms o 
the relative scarcity, or limited application, o labour 
applied to particulal uses-namely, iii the form ot stored- 

up labour embodied ,n technical processes •nyol'ang a 

sisted ' bv reason of the short-sightedness ot human 
nature ’ .^s a result of this under-development ot he 
productive resources, the ownership ot money-capit , 
Much in existing society provided the “"L ^y 

which lengthy product :on-processes were ab e to^ be 

undertaken, carried with it the power _ 

of this scarcity. ,As a landlord could exact *e price f 

a scarcity imposed by objective nature, so it wouU 

seem, the capitalist could exact the price ot a scarcity 

imposed bv the subjective nature ot man. 

any significance in such analogies within the I'"''*" 

:hl theory, it was, surely, between 

rather than between interest and wages? Like Kicard 

and Marx, Bohm-Bawerk had condcmined > 

of mere “supply and demand" explanations But, co 
filled as it cvtH in the mam within the limited circle ot 

■hcMi asked what determines a cortam price, 


' “The man who, \n 


answers • netna.Kl and Snpply', orters a husk for a kernel, 

and IniLrest, p. 
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exchange-relationships between factors of production 
abstiacted from more fundamental social relationships, 
was his own theory any more C(;mpetent to explain ? 
T rue, he introduced into his theory one significant 
assumption about production: a technical fact, associated 
with the dimension of time. But why should he have 
chosen this technical fact in isolaticm from the rest and 
neglected the social relations which determined the place 
of man in production and his association with technique.^ 
The decisive factor in the supply of capital, according to his 
theory, was the subjective under-estimation of the future. 
Not only is this a factor which would not necessarily 
exist outside an individualist society, and the existence of 
which even in an individualist society has been denied 
by some; but the degree of this subjective under-estima¬ 
tion is itself dependent on the distribution of income, 
and hence on the class relations in society. Interest is, 
therefore, dependent on the latter in a double sense: in 
that the size of incomes among the capitalist class, relative 
to their accustomed standards of consumption, deter¬ 
mines their attitude to saving and investment, while the 
poverty of the masses determines the price at which they 
are willing to sell their labour-power in return for im¬ 
mediate income. Hence, interest depends for its de¬ 
termination precisely on the type of social relations and 
institutions, historically determined and not universal, 
with which Marx was concerned. As will be seen in a 
subsequent chapter, in a socialist society there would be 
no reason for the under-estimation of the future which 
gives rise to interest as a persistent phenomenon to 
prevail, and no reason for the emergence of interest as 
a category of income at all. As a solution of the interest- 
problem in any sense which would be relevant to ques- 
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tions such as these, this theory is empty and J«tcepm'e^ 
Moreover, tt is not poss.ble to say that ,ts tt^^or had 
no tntent.on of claiming it to he a solution in this more 

fundamental sense, and that he 

theory to assemble descriptively some ol the tele 

variables of which any determinate 
have to take account. In his Positive Theory of p 
he explicitlv adduces as important corollaries of his theory 
that "the essence of interest is not exploitation , bu 
that, on the contrary, interest is '‘ an entire y norma 
phenomenon, is, indeed, an economic necessity , is 

“not an accidental'historico-legal’ category, which makes 

its appearance only in our individualist and capit jist 
society” and “would not disappear even m the Socia s 

^‘Biit ’in this verv application of the notion of utility a 
strange contradiction appears which takes us at once 
the "entre of the problem of the subjective theory o 
value To be sufficient anchorage for a determinate 
;heorv of value, even formally viewed, it was nccess^ 
that utility should be conceived as an 

fairly permanent and consistent aspect ot human pj 
chologv. Tliis is not to say that human preferences had 

m be assumed to be unchangeable-, but '''“'."-T 

be so contingent and tickle as to make ■'"P«ha c 
tbat they were iiidepeiideiit ol other variables i. tie 
system which they were intended to determine.- In 

i r." ,'''i' M‘'ei«k ....... 1.0 ■■ "O'“'T".’ 

... I.';;;";','- 

. 

,, ,..e.,...ry ... |..e....>r ''l'’ ll.arkcpri-- 

clcn.cnlx v.ndcrIy.nK it) is imicptndt-nt v.1 thi moNctni. 
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far as utility could be hedonistically treated as a 
fundamental satisfaction then, as we have seen, it 
could reasonably be held to fulfil this condition. ’ A 
process of rational selection among the objects of choice 
could then be held to make economic choice conform to 
certain fundamental traits of human psychology. Even 
though the translation of such choices into economic 
action was dependent on the distribution of income, the 
actual choices themselves might be treated as independent 
of market-prices. But if one can no longer link "desire” 
(the inamediate volition or act of choice) with "satis¬ 
faction (the more fundamental psychological event), 
then the validity of such an assumption of independence 
becomes very doubtful. Why should we not regard 
such “behaviour-reactions” as continually conditioned 
and modified by the market conditions which they meet.? 
Bohm-Bawerk makes no attempt to maintain that the 
preference for present goods which lies at the basis of 
his theory of interest represents any superior ‘ ‘satisfaction ’ ’ 
attaching to present goods: a holiday next year will ^ive 
us as much happiness when it comes as a holiday next 
month, only we see the former more dimly in our im¬ 
agination. If we grasp the present in preference to the 
uture, It IS a matter simply of the imagination, of de¬ 
flective rationality and ephemeral desire. Professor Pigou 
has mdeed singled out this case of subjective over- 
estimation of present utilities as the most important 
instance where “desire” and “satisfaction” diverge to 
the detriment of economic welfare. In a very direct 
sense this subjective attitude to present and future is 
ependent on, and not independent of, the structure of 
market-prices: namely, that it admittedly varies with 
he income of the individual or class in question, since 
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the latter will condition the degree of urgency of 
wants and the ,h,s ,s the fact that a 

future. In terms of forecasted. 

nothing ‘fcternunate c ^ 

Moreover '^.s attituck^^^. „ ,hrow 

:,mL,"a' many doubts “ “dTt; 

"'r" d fir 'sak LdThrmanner in which commodities 

offered tor s^e an the person ,s an im- 

’ll vouth or of more mature experience; it 
pressionablc . individual is making his 

may vary .“’i” , . ji'ijnal or m loco parmth jamUiae, 

the capad., m a me,uf.r of 

^ t?’: rx tii:— 

r r "e"^f -s 

““wh:n'Bml^'td -rtku value implied ''a feetag 
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The utility-theory “>'orpre di . 
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directly between value and service (or total 

utility): these stood frequently in inverse ratio, as the 
early economists had observ^ed. The direct relation was 
between value and utility ai the margin\ the crucial 
factor being the increment of satisfaction rendered to 
consumers by the final or marginal increment of a 
given supply. A housev/ife w'ho pursued the motive 
of maximum satisfaction w^ould achieve her aim by 
distributing her money so that the satisfaction yielded 
by the final penny spent in every direction was equal; 
since, if this equality w’as not achieved, she w^ould 

• ^ in one direction and 

more in another. This is a case of what Jevons called 

the Principle of Indifference. There can be seen to 

follow from this simple principle another one: namely, 

that the prices of various commodities on a market 

must stand in the ratio of their marginal utilities 

of the satisfaction yielded to consumers by the final 

or marginal unit of each. If prices do not stand in 

t IS ratio, it will profit consumers to demand more 

of some commodities (those where the ratio of mar- 

pnal utility : price is relatively high) and less of others 

(t ose where this ratio is relatively low), until equili- 
bnum IS achieved. 

But this leaves the question: What fixes the position 
of the margin itself.? To this the answer is that it is 
fixed by the available supply; which in turn raises the 
funher question: What determines the limitation of 
supply If the supply of all things was unlimited, there 
would be no unsatisfied desires, no marginal utility and 
no price. A price can, therefore, only arise because of 
he limitations imposed on the supply of commodities 
y the limitation of the factors of production required 
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l„ produce- limitation expressing itself in the 

ir manner in winch they have assum.ed these 
limits to be determined, two variants of the subjective 

in.,:,'srSi, -r.=: 

n;r;; 0“. 

other hand. Jevons and Marshall 

'fVmL^ction could be -nedm supply ut that th» 

Hence 

in equilibrium they must receive a price equivale 
the disutility (at the margin) involved m the supp y 

the disutii y V - Cost of production determines 

^^ddIv "sSy Lermines final degree of utility [or 

valul but only^in an indirect manner, by ^ 

utility of a commodity through an increase or imi a 1 

of the supp y. ftttyo resultant of a conHict between 

1 Theory of Political Economy, p. 165. 
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of both sets of forces—both “blades of the scissors”, 
in Marshall s phrase—are conceived as subjective in 
character, product of states of mind. 

This structure seems to rest on a crucial assumption; 
namely, that the individual will is autonomous and in¬ 
dependent, in the sense that it is not influenced by the 
market relations into which the individual enters or by 
the social relations of which he is part. No one, of 
course, would deny at least some influence of this kind. 
If it is of a minor character and confined to a tew special 
types of influence, this can easily be allowed for without 
impugning the validity of treating the individual will 
and its characteristics as the determinant of economic 
relationships. But if this influence of social interaction 
is considerable, the validity of the assumption is shaken; 
and this atomistic treatment necessarily breaks down! 
Not only is it then likely that the fallacy of composition 
will be involved in any attempt to pass from the individual 
to the whole; but states of will or of mind will be in¬ 
capable of being treated as “independent variables” in 
the determination of events. 

Doubtless such an assumption seemed natural enough 
to a century of individualism, and may to-day seem natural 
enough to the isolated bourgeois individual, priding 
umself on his independence from social influences and 
social dependence. But anything more than a superficial 
analysis of the texture of society will show in what 
numerous ways the individual will, on the contrary to 
eing autonomous or independent, is continually moulded 
y the complex of social and economic relations into 
w ich It enters. In the first place, the actual nature of 
the preferences which the individual exhibits, as well as 
the form m which they are translated into money, will 
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.n working or savmg, will depend upon 
the circular result that the nature of the 

costs which affect both the values j t„. 

the rewards of the factors of production wdl be de 
mined in turn by the distribution of meome, 

Lr^ ;= landless will estimate the sacrince o 
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descriptive statement, it is false bv reason of its verv 

partiality. It implies that economic phenomena are 

ruled by a series of contractual relations freely entered 

into by a community of independent individuals, each 

of whom knows well what he wants and has access to 

and knowledge of all the available alternatives. And 

since by unnoticed sleight of hand harmony has been 

introduced into the premise, harmony emerges in the 
conclusion. 


As we have said, however, it may be maintained that 
the essential elements out of which human choice is 
constructed are capable of being postulated independently 
of the distribution of income and of the social position 
of the individual. The actual schedule of preferences— 

the fundamental “indifference-curv^es” of Pareto_are 

not affected by the state of the individual, whether he 
be rich or poor, starving or satisfied. Hence subjective 
attitudes, in this sense at least, are capable of being 
postulated as an independent basis for a determination 
of the value-problem. But, firstly, it is to be remarked 
that, even if this is so, such factors are not sufficient of 
themselves to determine the problem; and something 
additional requires to be postulated concerning the 

1 * . , ^ ^ are to know how these 

basic attitudes will be translated into actual choices and 

actual demands-what sort of demand-curves are con¬ 
structed from given sets of indifference-curves.^ Secondly 

bargaining. Tla^stal^dcfire^thTprsilion in'lermTo/lheTi'T f 

held; Bni iHe principi^ Bas a ^ 
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it 1 ^ prcciselv these basic mental attitudes which Tt seems 
impo^ssible to postulate, short of a hedonistic definition of 
uXy or of some similar assumption. Otherwise what 
meaning can be given to these schedules of preferences 

define the individuars attitude to any conceivable 
set of alternatives whether he may ever have experienced 

these alternatives or not-preference-schedtiles written 

presumably somewhere on the mind which would te 1 
us if we could discover them by introspection how the 
millionaire would value leisure and income if he happened 
m rbeggared, or how the means-test victim would 
behave if he suddenly acquired a H. =»s earte 

notions of utility implied, "desires” which prompt im¬ 
mediate acts of choice coincide with some more funda¬ 
mental "satisfaction” yielded by the object of choice, 
then probably some meaning can be given to ‘he assu p 
tion S a constant set of mental attitudes of this kind 
But if “desires” diverge from “satisfactions , the latter 
even if they exist, will not rule behaviour and so will 
have little relevance to the economic problem; while 

"desires” alone, divorced from any deeper ^ 

they may or may not have, can certamly not be held 

disnlav any such constancy or independence. 

^ Thil brings us to a second reason which mpugns the 
assumption that the individual will is independen . 
namely the infiuence of convention and of propaganda. 
Th oi these factors, to judge by the POwer u mfluen. 
which they so evidently exert on acts of choice, see 

to be responsible for considerably greater divergence 
between “desire” and “satisfaction” than has bee 

Shonally admitted by economists Among the toiler 

are to be included all those complex 

the desires and tastes of others exert on the individual, in- 
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eluding the influence of class standards and of social 
emulation, to which Thorstein Vcblen so forcibly drew 
attention. Among the latter are to be included all those 
devices of advertisement, suggestion and selling-artifice, 
which have become such a dominant characteristic of 
the present age. Their success depends on the extent 
to which they can mould and create desire; and in the 
degree of their success consumers choice becomes a 
variable dependent upon the actions of producers. More¬ 
over, consumers’ desires are clearly open to the influence 
of suggestion in a variety of ways. The mere existence 
of a supply, if appropriately brought before the public 
gaze, may create a desire which did not exist before; 
while the amount and cunning of the sellers’ propaganda 
may be decisive in determining whether people give 
books at Christmas or gloves or handkerchiefs or um¬ 
brellas; whether the public diet shall be composed more 
largely of bananas or fish or milk; whether the “drier 
side of England’’ or the Cornish Riviera is preferred as 
a holiday centre. When such propaganda can influence 
group-conventions, the marriage of these influences can 
exert redoubled power in shaping individual choice as 
IS fully exemplified in the slavery of fashion, where least 
of all can the individual be said to have a will of his 
or her own. In the sphere of world-trade to-day one 
can see the rising influence, both direct and indirect, 
of propaganda upon demand. “Buy British’’, “Buy 
Empire ’, “Buy German’’ campaigns shape consumers’ 
preferences to moulds into which they would not 
otherwise fit. Apparently a paramount, and neglected 
economic influence of the spread of national cultures 
beyond national frontiers is to create the taste for those 
things which bulk large in that nation’s habitual 
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,o„pl,on becausL .hAI 

in producing them. these in the world 

r:. r,;. 

necessaries of Convention be regarded as of 

“Inrtance Human taste, beyond the most 

primitive letel. has c e convention have 

of education in vhi other factors in 

played a principal ro ' ® ^rost that can be postulateu 

the social '"'■’"".'“"nrar individual is certain prima^ 
as innate to the natu differentiated kind, 

desires or tendencies . ; configura- 

I„ the history of pch " '‘"cS (even assuming 
tion of that complex *“10 of P o^cd to embark on 

such an entity) with which PP | ftncnce of 

Hfe as an adult is clear^ acquit d from the^ 

the society around him, and Artificial silk 

continual modification y su ^ factory-worker finds silk 

becomes cheap and every g because 

stockings to be a "«oss^^^o becomes a necessity 

Others wear them. T g^^jg_ 

for the ''^because a given station in life 

faction ,f dopnved 0 b 

is conventionally markeu J e house-decoration, 

furnishings and social ente^mment ^^J.^cds, 

People drink afternoon ‘f “f had to ab- 

deprived of satisfaction i i ustere discomfort ol 

stain from them. Men enjoy the austere 
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t^hc boiled shirt and starched collar (u-causc emulation 

demands. Their wives collect siher for the sideboard, 

and, a few years back, muslin curtains, palms or aspidistras 

for the parlour, as symbols of bourgeois respectability 

Even a motor-car seems often to be desired as much 

for the status as tor the use it gives. Some years ago a 

discussion took place in the pages of Economica as to 

whether any meaning could be given to the “total 

utility of boots as measured by what a gentleman would 

pay if compelled to-perhaps ^lo or ^20 or /: 3 o-rather 

than walk barefoot to his office or his club. The answer 

was given that the question had no meaning, since if 

boots w'ere universally priced at ^10 a pair or more 

none but the very rich would wear them, and the average 

man w^ould find little hardship in being seen in sandals 

or even barefoot, when all his neighbours and equals’ 
were accustomed to do likewise. 

That this assumption of the autonomous individual 
will independent of social relations, was fully intended 
0 be taken as a descriptive statement about economic 
society J^s evidenced by a significant corollary which the 
u ility-theory was held to imply. And theTident zeal 
which this corollary was emphasized reveals how 
tar from innocent of apologetic obsessions the economists’ 
poice of assumptions clearly was. This corollary was 

fe'rc and" ' “se for Zh,ez- 

/ , nd consisted in the demonstration that a regime 

all Dales' rf of utility for 

itsc 1 argument was a plausible one, given 

of its Mac part 

rt 1" ""r “"""“ally to reappear in altered 

C earest form of its demonstration is in the 


M 
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-imol.fied case of the exchange between two 

ToT?h prfnc'le whtch was referred ,0 above 
."change between them w.ll conttnue up to that 
oTthLge at whtch the utility of hoik com™toes 

(the amount of the commodity parted wi 

nt nf the commodity acquired in exchange) is equ 
Tr^rof the two parties. Up to this point each pany 

: erngTragli^ B':“BeVnd tt any rate of exchange 
must depnve one or consequently there 

can"be no^gre'ed rate of exchange which will satisfy bot^ 
The point of equilibrium, therefore, m the bartering 
le raU of exchlge wh.ch will be e-bhshed on a fm 
1 f will he the point (as Jevons put it) where doi 

market--w ll be tf^e po ^ 

parties rest m satistactio -Ki^” Tf this price 

obtained all the benefit - Poss^^^ 

rei^be riUeh lings the 

r u^ rnr:ei"%irco:nary, 

XI .s .mplied ;l;;^X'Ulmp”dto^^^^ 

an^^Auspita and Ueben 

Soleloultluid hav-rbel east on the significance 
of such a max, mum when subseqt.en. discr^.on cl.c,.ed 

olexehalge whlUhUcondi.i™ (the equal utUity^ of 

. Walras' imcrcs. 'O “"“"'i' s”7;si!lnf.n°m"ihrconse,^ 

market yielded anopPmumrcsult. (C t. Wickse, 
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both commodities to each ot the two parties) was fulfilled. 
Under the simple barter conditions cited by Jevons 
equilibrium might be reached at any one of these points, 
according to which party secured the advantage in the 
preliminary stages of the bargaining; and any one of 
these points could equally well be a position of “satis¬ 
faction . But any such position of “satisfaction” is 
clearly relative to the situation of the individual at the 
time when the bargain is undertaken. In any given 
situation the resources and the choice of alternatives 
which lie before the individual are restricted, and in a 
capitalist society most notably restricted by the class to 
which the individual belongs. In this given situation 
in which the individual finds himself there may be one 
path consistent with his best advantage, which it will 
profit him to take; but that path is determined for him 
by external circumstances, and is not the path he would 
have trodden had his situation been different. A relative 
maximum of this kind could only approximate to a 
maximum maximorum, possessed of any absolute sig¬ 
nificance, on the assumption that each individual had 
free range of opportunities, and had only taken the road 
he had after surveying and estimating the range of 
extant alternatives. This is what canwo^ be postulated 
of capitalist society; and it is the absence of this 
assumption—indeed, the existence of the direct opposite, 
namely, class division—which forms the necessary starting- 
point for any understanding of the specific character of 
capitalist society. Yet this was precisely the assumption 
which the originators of the Utility School had illicitly 
introduced. That the assumption is still apt to pass un¬ 
noticed IS indicated by the fact that it still forms the tacit 
basis to-day of most of the comparisons of the effects of a 
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eo.pe.,.ivc .nd of wn^:' 

^ M:a;:'o7rd.fficuluos .n .he concept,on of u.iU.y 
cclrL: have been mceasingly .ncd.ned ,n .cent 

dctacttUMfa'pu“lytmp.ricaUcn^^^ 

irrlalk'^tt'orl ''4-" JlT s^ch 

,0 determine economic events are 

F5£:S3;i=l'r.S::q 

to economic welfare by ■“‘•“"“^.^^-FF rcLce” 

:r:;;httn"astill r.hr:rchFndividual arra^^^^^^ 

1 Professor Pigou states that “ all ot their effects 

and different monopolies, which demand-price is also the 

upon Jon”. {Econs. of Welfare, p. 24-) Cf. also 

Collectivist Econ. Planning, 

= Cf. Manuel d'Econ. Politique (Ed. 1909 ). P’ Second Ed., 

3 Esyay o. the Nature modernTconomic theory this 

through to the valuations of ^ J , no further than the valuations 
complain of it that it has pressed through J 

of the individual? 
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which “there is no penumbra of approbation round the 
theory of equilibrium. Equilibrium is just eciullibrium.” ' 
It might appear as though this was to ecade the 
essential problem by retreating into pure formalism, and 
that a theory defined in this wa}’, and so emptied of real 
content, had reached a level of abstraction at which it 
was impotent to deliver any important judgment on 
practical affairs, at any rate on the problems peculiar to 
a particular system of economic society. If all that is 
postulated is simply that men choose, without anything 
being stated even as to how they choose or what governs 
their choice, it would seem impossible for economics to 
provide us with any more than a sort of algebra of 
human choice, indicating certain rather obvious forms 
of inter-relationship between choices, but telling us 
little as to the way in which any actual situation will 
behave. Moreover, as we have already seen, if the 
demand schedule of individuals is not conceived to 
rest on something ultimate or fundamental, it cannot 
be very solid anchorage for a system of market- 
equilibria. If demand may change with every wind 
that blows over the face of the market, as it may if we 
postulate nothing but empirical desires, what entitles us 
to assume that such desires are not entirely creatures of 
price-movements.? Indeed, if for this theory “equilibrium 

IS just equilibrium”, it looks very much as though a mere 
generalized definition of equilibrium is all that we are pro¬ 
vided with. Such a clarification of definitions may be a 
iighly useful, indeed an essential, task. But can it pro¬ 
vide any more than the empty shell of a theory of Political 
Economy, in the sense of a study of the problems of actual 

‘ Nature and Significance of Econ. Science. Second Ed 

^ 43 * ■* 
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ecMomic society and the tvpe of question which they 
raise = In the first edition of his Essay, Professor Robbins, 

indeed, declared that the corollaries of 
depended, not upon facts of experience or of history, 
but were “implicit in our definition of the subject- 
Itter of Economic Science as a whole”: ■ a statement 
which seemed sufficiently to characterize the 'heoty “ 

system of tautology. In his second edition h's revea 

ecLomie theory is by no means “merely fornnal , that 
It rests on postulates which are, in fact, elementary 
generalizatiom about any and every type o econorn.e 

implicLons ", which, far from being “ 
in character, hold true of any and mery type of econornic 
society- But it must be difficult for many to be re 
a^ured by this re-statement when they learn that the 
" substratum of fact on which these laws o 
universal application are made to rest still consis 
simply in the postulate of individual choice. Choice 
is oVcourse, not confined to the type of activities which 
ar’e traditionally known as “economic”; and it transpire 
that we are being furnished with an abstraction so general 
as to embrace features common to any type of human 
activity. This, indeed, Professor Robbins frankly admi s, 

achievLent of one end involves the relinquishment of 
their use for the achievement ot another (an ) as a 

. Essay oa aai^aac. 

* /6r(i., Second Ed., pp-8o, 5> - which rule whether 

claimed that economic trusts; Guilds, Governments 

••nrerchant adventurers. .^der them, and, if need 

^e^n"l;'.t^o7I.mTl^'^ is).pp,y an, Denuu., (Ed. 193^). P- ^7-) 
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economic aspect.” 1 Professor von Mises is even more 
definite: ‘‘It is illegitimate to regard the ‘economic’ as 
a definite sphere of human action which can be sharply 
delimited from other spheres of action. Economic 

activity is rational activity. . . . The sphere of economic 

activity is coterminous with the sphere of rational action.” ^ 
The principles here enunciated, and their ‘‘inevitable 
implications”, consequently refer, and refer only to an 
aspect of every type of human activity—to cooking and 
housekeeping, to games and recreation, to the planning 
of a holiday, to the choice between being a philosopher 
or a mathematician, as well as to what are usually known 
as the specific problems of production and exchange. 
But if this IS the case—if economic principles are ad¬ 
mittedly so tenuous an abstraction of one aspect of 
hurnan affairs from all the rest—one is surely justified 
m doubting whether the imperative character of the 
corollaries which such a theory is competent to yield 
can be of any high order of importance for the specific 
problems to which the specific characteristics of this or 
that type of economic society give rise. 

The search for logically concise definitions of one’s 
subject-matter, which is so popular to-day, must gener¬ 
ally be barren, and when pushed to an extreme must 
result in emptying ideas of real content and attaining 
J e but an and and scholastic dogmatism. This 
tendency would seem to be product, not merely of a 
^ssing fashion, but of a more fundamental defect. 

which M n to-day is the lesson 

^ Marshall was primarily concerned to teach in 

fie Hegelian Principle of Continuity which he reiterated 


" Enay on the Nature 
P- 14- 


and Significance of Econ. Science, Second 
- Die Gemeivwirtschaft, Eng. trans,, p, 
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i„ the class,c Preface to the first edrtton of his Pr,Vc,>te 
(by coroparison w.th which so oruch modern econom.c 

2 real Jorld there are no hard and fast boundary fines, 
as there are in thought, and that discontinuity and con¬ 
tinuity are inevitably entwined. It is doubtless true tha 
,n Marshall’s work certain aspects of continuity 

exaggerated and one-sided emphasis-that his mot , 

2 proach to intellectual problems at least bore the 
aceable much that has appeared - eclecticism and 

obscurity to his critics; and which owed its origin to the 
fact that he had sufficient philosophic 8r°U" o 

appreciate something of the complex character of h^ 
relation between abstract ideas and reali y 
anxious to keep his feet planted on the ground U 
only at the sacrifice of any comparable realism t 
precise definitions of the type which is fashionabl 

fo dly can be attained. Clearly, any realistic defin.^n 
of a study like economics must run primarily m terms 
[ diHoLrete problems which it adopts as ijs subject- 
matter (as is the case with any science): it must be 

■ - It the book has any special 01'“'““' “I of 

be said lo lie m .he premnenee ^ .enip.a.i.n 

,he Prineiple ot Con.,no,p. ^Ips, abou, which a 

to classify economic goods in clea y gratify at 

number of short and sharp the popular liking 

once the student’s desire for ogica P handled. 

for dogmas, that have the air o cing p yielding to this tempta- 

Bu. pcca. ,n..ch.ef -ms .o ha.e been done b, VcU,np^_^^^ 

tion, and drawing broad artihc „„ economic doctrine is, 

„.ade none. The more snwplc and ah o u. ^^ine. .o «l«h .. 

,he 6,ea.e, will he ihe e„nlos,on _ . ■ 

refers cannot be found m real lite. (trimipus, 
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definition by type rather than by delimitation. The 
definition of economics must be given by the slice of 
the real world which it handles, and the generalizations 
it creates, to be adequate, must represent the essential 
features of its real terrain. Whether it is successful 
or not in achieving this appropriate blend of generality 
and realism is a question of fact: through worship of 
epigram to abstract certain aspects only of events and 
enshrine them m isolation from the rest may win an 
appearance of superb generality, but only at the expense 
of reality. Precision may be a most desirable, even an 
essential, ingredient of the process of thought, as is 
sharpness of steel in cutting. But when sharpness of 
the tool ^d of Its product are confused, when precision 
IS sanctified as the end of thought and made the touch¬ 
stone of truth, thought is rendered flat and sterile, and 
ideas become husks lacking the substance of life. 

But the most abstract of economists, of course, intends 
to state considerably more about the real world than 
^mply that human beings make choices. As Professor 
Robbins tells us there are “subsidiary postulates”; and 
these postulates, as he admits (a trifle reluctantly), are 
diawn from tne examination of what may often be 
egitimately designated histonco-relative material” The 
truth seems to be that it is with these “subsidiary 
postulates that Political Economy properly begins At 
any rate, it is on such postulates that the realistic corol¬ 
laries drawn by economists depend. Least of all could 
one charge Professor Robbins with a disregard for the 

sTact “h i “b- 

act his definition of the latter may be. But it is 
precisely with these “subsidiary postulates” that assume- 

are implicitly introduced 
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which are substantially sim.lar to those of earlier econo¬ 
mists and which are of the type that we have referred to 
as that of the autonomy and independence of the individual 

will. Indeed, the very form in which ' 

mTed description of the actual forces which control 
economic phLomena in capitalist society, unless they 
are radicaUy qualified by statements concerning the 
Teia relations by which individual choices are govertted 
and the choices of cteer are differentiated in capitate 
society The mere absence of any such qualification 
meanJ that the statement that individuals choose as soo 
as it IS made concrete in the form that individuals choose 
in a particular way, becomes the false statemen 
individuals choose freely, and that the events 
the outcome of these individual actions are unaffected 

by those basic productive Xch ar^ 

nLted with ownership of economic propel ty-which 

the distinguishing characteristic of 

despite^ Wicksteed’s hope that mathematical 

might serve as a reagent to “precipitate the assumptions 

held in solution in the verbiage of our ordinary 

quisitions”, the increasingly “°"Xises 

to dav still rests substantially on the same basic premises. 

The diff ence. so far as i.s apologetic influence is con- 

cerLd, is that the conjuror's skdl is ■^Xpa't.er 

that the corollaries which he produces with much patter 

about “ethical neutrality” and with considerable elegance 

of technique seem to his audience to be create a pnor. 
from scientific principles of universal validity Yet 
secret assumptions are there all the time, implicit m he 
ve^ formulaLn of the question; and even though out- 
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moded 
the dcsi 


utility’ may he banished from the forestage, 
res of a free-acting individual are still conceived 


as ruling the market, and this ‘‘sovereignty” (as one 
writer has recently called it) * ot the autonomous con¬ 


sumer IS still the basis of any laws that are postulated 
and any forecasts that are made. So it is that economists 
will continue to contrast the autonomy of the consumer 
under capitalism with the ‘‘economic authoritarianism” 
of a socialist economy.'^ 7 he fact is, of course, that the 
valuations of the market under capitalism represent a 
very high degree of authoritarianism. This assumption 
w'hich rules subjective economics to-day—rules it, not 
simply as an incidental ‘‘additional assumption”, but 
by virtue of the very form in which the whole problem 
IS necessarily set—is parallel to a similar assumption 
which underlies the traditional theory of politics and of 
the State: namely, that the State is the expression of 
some kind of general will constructed out of the multi- 


Mlrrh'lot" wh K "a Economics, 

economics rf l'^ principle is fundamental to 

conomics. Cf. also his Economists and the Public, p. 257 et sea 

“ Thatof this occurs in the following passage: 
That the consumption of the rich weighs more heavily in the balance 

than the consurnption of the poor ... is in itself an ‘election result’ 

since in a capitalist society wealth can be acquired and maintained only 

> a response corresponding to the consumers’ requirements Thus 
the v„ ,h 01 .ucco„(„l ,„o„ i, 

j ‘"t' '•>“ "“llh can be retained onlv if i, i, 

successive elections thereafter proceeded to vote the r«, , ^ , 

plura voting Prof vtvMiin i_i ^ retention of 

sistent denioJracv since tL whole'’'”''"' ’' » con- 

the majority. P^coiscite as to what was beneficial to 
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tude of autonomous wills of free and equal individuals 
n re economic sphere, as in the political the facts of 
a class society belie the idyllic picture. What the power 
of a capitalist Press is in the one case, that of the adver¬ 
tiser is^in the other. What class influences m the one, 
class convention is in the other. In both spheres, 
differences of economic status, and the economic depen 
ence of ownerless upon owners, are dominating factors^ 

rurard not an exception; and it ts a plurality which 
extends to some casting a thousand or ten thousand 

votes to another's one. Yet the majority of «“om 

writings refer to Hhkr”wfll speak of his 

'iiss; -p*" '• 

Theory of Distribution that the most direct evidence of 
Ibstraa concepts framed to apologetic purposes is to te 
found It would hardly be incorrect to say that mode 

"r "tTs *ot Jdeny that there have been 
pretentious claimants to this office. Outstanding amo g 

while the Sienificance ot the theor>, wuc 

tatel is getr 1 y admitted to-day to be purely 
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for the latter. This theory is clearly a lineal descendant 
of the older theories of productivity of capital; but rid 
of the more obvious crudities of the older theories by 
the application to the “productivity” of different factors 
of the concept of differential increments. Yet it was this 
very refinement which, in fact, robbed it even of the 
slender claim to answer the practical problem of surplus- 
value which the crude productivity theory had had. By 
stating that the price of a factor of production (whether 
land, labour or capital) tended on a competitive market 
to equal the difference made to the total produce 
(measured in value) by the addition of a marginal unit of 
that factor (as the price of a final commodity was equal to 
the utility of a marginal unit), it was providing no more 
than a more precise formulation of traditional supply 
and demand explanations. And as Marshall hastened 
to point out, it could not constitute “a complete theory 
of distribution”, since it left unanswered the problem 
as to the nature and determination of the supply of 
the various factors of production. Virtually it represented 
a further step towards treating not only commodities, 
ut also the animate and inanimate instruments of 
production, simply as objects of market exchange in 
complete abstraction from even the concrete activities 
ot production, not to mention the basic social relations 
of which they were part. Yet the theory was immediately 
hailed as a complete reply to the classical problem of 
profit, rendering Ricardo and Marx obsolete. J. B 
Clark hailed it as a newly discovered “law of nature”- 
and although few economists to-day are to be found to 
gree v ith him m so rash a statement, an important 
number of them, I believe, would subscribe to the view 
bat there is some significant sense in which the theory 
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could be said to sho« that the rule ot competition “gave 
,0 each factor of production the equivalent of what it 
created”. -Vt any rate, whatever the private beliefs o 
professional economists, it seems not untrue to say that 
ninetyuiine per cent, of their audience understand some 

such conclusion to be implied. 

The action of critics of the new doctrine at first tended 

to greater confusion rather than to clarity, owing to their 
concentration on what proved to be a purely forma 

problem-the so-called "P'''>Wem . The 

question which they asked was whether, if each of he 
factors was priced according to its“margtnal productivity 

as defined, the price of all of them when added together 
would equal the total product, no more and no ess. In 
pursuing this largely scholastic 

if th's Lndition could in fact be fulfilled, the th 17 
would have significance as a theory of ^^nbuuo^ Th 
wa^ the line of criticism adopted by Mr. J. A. Hobson, 
when he claimed that a factor of production not be 

but must be rewarded at its average productivity Unless 
^eTtter were true, the sum of the earn.ngs of facm. 
of production could not equal the total product, 
reply to this criticism was simply to define the situatio 
in^more precise, and more abstract, terms; and to show 
that when compct.tion was fully deR-d “normal equtl.- 
brium” must imply that marginal costs for each enter 
o rwcrc equal to average costs (at a po.nt where average 
ersTs are a minimum), so that the crucial cond.tion was 
accordingly fulfilled by the very definition of compe l ive 

not I think, without significance that Wicksteed 
.0 whom much of the mathematical refinement of 
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this theory is traceable, principally used it to attack the 
Ricardian theory of rent and to demonstrate that any 
concept of surplus-value was untenable. What he failed 
to emphasize, or apparently to see, was that the very 
form of statement which made a concept of surplus 
meaningless m terms of this theory, simultaneously 
rendered meaningless any of those practical corollaries 
which justified its claim to be a realistic theory of dis¬ 
tribution, and which he apparently held to be implicit 
m the theory. Wicksteed pointed out that the Ricardian 
theory of rent, formally regarded, was a “residual theory 
Expressed in mathematical terms, it stated that “the 
whole produce being F(x), and F'{x) being the rate of 
remuneration per unit which satisfied capital-plus-labour 
the whole amount which capital-plus-labour will draw 
out will be ^ . F'(^), and the remaining F(;c)-x . FYa:) 
will be rent. Now this is simply a statement that when 
all other factors of production have been paid off, the 
surplus ’ or residuum can be claimed by the landowner.” i 

necessarily 

fohow that ^ is determined as equal to S~{x+y) Such 
a mathematical truism, said Wicksteed, could equally 
well be applied to ^ and to 3;, as to On the same line 
of reasoning the price of capital or the price of labour 
could be treated as a “residual surplus”; it was all a 

“given” and which 
n \ variable to be determined. But Wicksteed 

(like his present-day disciples) failed to notice that what 
renders the theory of rent a mathematical truism is the 

adopted; and 

that this formal mode of statement also makes ^he whole 

Laws of Production and 
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as a theory of distribution, a truism, once the 
io„c?pt of compcrnon .3 fully defined.- Nalura y no 
d-alincfion between fac.oes of -n 

Sr^ InS™ ctt -be^ -»on: Rent and Profit 

■cfin'^ruced front^ the -. world -eharacte^ 

assocated w,th the actual actw,u s wh.ch 1 e 
these price-phenomena, "'“a-d 

that the ‘beoiy^as ^ 'ihrspecial nature of the services 
dirS by the several facmrs, but in the common fact 

of tern,« rendered qualities in 

fatm of product,on have b- - e^^ 

Lt^rnlm : ;::duhuon and hen. 

f sr^pk case of f chuo jltl" u 

1 Wicksteed clearly thought ,.ve must follow in 

could furnish “ j^^th^he true socializing of production”- 

dealing with monopolies, and with Elsewhere he 

Sgestions'• magnificent m their prom^e^^ a^^^ 

considers it a significant u share in the product as 

monopolists “more ‘'"'i*'' -, efficiency ”. Actually, as “ marginal 

measured by ^this theory the statement is equivalent 

defined by.ho 

to saying that the mon p meaning no more than this, 

under competition, and is capable of meaning 

2 Ibid., p. 7- , , .-pr.^.^ce bettveen factors of production 

3 How purely formal the c Wicksteed, in addition to 

has become is we 1 «pressed by the power must be 

mS'as^ SlrteTaaoro"^ pmduction, also suggested the inclusion 
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factor of production is hein^ paid more or less than 

its “marginal productivity’' has substantially the same 

meaning (and no more) as to ask whether conditions of 

competition prevail in the market or not. Moreover, 

by appropriate re-definition the concept can he made 

to apply to the pricing of factors of production under 
conditions of monopoly.i 

What has here been said in criticism is not intended 
to deny that mathematical economics may have much 
to contribute to the refinement of implications and the 
clarification of assumptions. Nor is it to deny that the 
subjective attitudes of individuals play a role as links in 
the chain of economic events, and hence have a place in 
any complete analysis of economic phenomena. But it 
IS to say that so long as mathematical technique retains 
its servitude to a particular mode of thought, the con¬ 
cepts which It fashions are calculated to veil rather than 
to reveal reality. For this mode of thought, which is 
enshrined in the subjective theory of value, first creates 
for us a realm where disembodied minds hold communion 
with ethereahzed objects of choice, and then, unmindful 
of the distance between this abstract world and reality, 
seeks to represent the relations which it finds in this 
realm as governing the relations which hold in actual 
economic society and as controlling the shape which 

SSrescompleteness) of “ the body of customers and their 

dueSfo? Pnc-cd according to its marginal pro- 

I^obinson has defined a separate factor 

rSteofn d^" ^ f-' am odS 

a definition I'Tf substitute- 

economy by Professor Robbins for its fortnal elegance and 

tions arrccrtainfv°T‘ Compel,/io,,, pp. 108-9.) Such defini- 

1 rf T ”0 e- b^^ant, but they are also very attenuated. 

. Joan Robinson, The Economic Join-,lal, September 1934. 
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event, mn.t hevc u.tder any and every system of soeial 

mstm.tions. -l-his IS tt> ''’“'S’" ‘‘f " 

real,tv. It ,s to have evervtlnng 

To entanelivate economic thought Irom this heritage .s 
a task that is long overdue. 
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Chapter VI 


CONCERNING FRICTIONS AND EXPECTA 
TIONS: CERTAIN RECENT 7 TNDENCIE 
IN ECONOMIC THEORY 


One of the marked features of economic thought in 
recent years, and in particular in the last decade has 
been a decline in the older dogmatism, a quickening of 
scepticism and a reawakening of controversy, What a 
few years back was treated as settled doctrine, requirine 
only refinement of its implications and application to 
special problems, is to-day questioned in its basic as¬ 
sumptions. Systems of thought whose final shape was 
regarded as perfected, save for a few trifling elaborations, 
are thrown back into the melting-pot. In these move- 
inents of thought it is not hard to see reflected the 
tartlmg events of the real world of affairs in the last two 
decades. On its practical side this deepening of scepti- 

STbodv lamez-faire 

as a body of doctrine: one might almost say that it is of 

IS that the shift of doctrine has essentially consisted— 

a change which has followed and not preceded the 

decline of latssez-faire in the real world. ^To-day thk 

ntuch beside confusion a"„d etSsm It ;rn':':':rgr 

These recent shifts of perspective maLly centre I 
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believe, in two significant modifications of traditional 
assumptions. Both of these seem to be connected wi 
the characteristics of a new age of nmnopoly, the one 
directly, the other only indirectly. The first of these 

consists in a criticism, or at least reconsideration, of the 
traditional concept of competition and an attemp 
restate the conditions of equilibrium in terms of monopo y 
or the presence of monopolistic elements. The secon 
consists in an emphasis on the qualifications which have 

to be introduced into traditional equilibnum-analysis- 
into the statement of economic laws and tendencies 
in situations where the expectations of individuals ca 
exercise a significant influence on events. The traditiona 
doctrine of laissez-faire, as we have seen, was 
the harmonious and self-regulating effect of competitior^ 

^vhether this was stated in the form of the classical law 
of cost or according to the subjective theory of value 
in the form of the equality of marginal otility and 
cost. If, in fact, not this but a different equilibrium 
rules, the results of actual laissez-faire must be different 
from those which have been imagined Again he 
essence of the classical theory had been that ^'hat u 
mately occurred was independent of the subjective 'y"* ^ 
or expectations of the individual entrepreneur. If this 
was not so, and subjective expectations became an in e- 
pendent determining factor m the result, the ineisiblc 
hand ” was to that extent thwarted, and again the outcom 
of actual laissez-faire must be different from what had 

nrcvioiislv deduced. , • -n ^ 

l!„.h inn«va„«as concerned ,vi,h the ..gnrhcance 

of factors which arc usually reterred to as ric ions 
■Irachtlonally it had heen admitted that where com¬ 
petition was displaced by absolute monopoly, oi some- 
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thing approaching it, the price was determined (within 
limits) by the will of the monopolist, and the cost- 
principle no longer applied to what was now a situation 
of deliberately contrived scarcity. But m all mter- 
mediate situations where sellers (and buyers) were 
numerous, elements which rendered the market 


- -- 1 m“ 

perfect” and caused it to depart from the abstract.ideal 

of competition were treated simply as frictions which 
either delayed the attainment of the equilibrium-position 
without altering the nature of the position which would 
eventually be reached, or else introduced definite spatial 
differences in price—differences which were themselves 
a simple and direct function of the frictional element. 
tor instance, ignorance of the market or inertia of pro¬ 
ducers was held to delay the operation of competitive 
orces, and so to allow any departure of price from normal 
to be longer sustained, but not to alter the fact -that, 
given time for adjustments to be made, equilibrium would 
again be reached, even if more tardily than would other¬ 
wise have been the case. On the other hand, costs of 
movement between different parts of a market, separated 
in time or in space, would introduce definable differences 
m price as one moved away from the source of supply 
these differences varying in precise ratio to the costs of 

movement translated into terms of price. The novelty 
of more recent theories lies in this: that the presence of 
certain of these factors, such as ignorance, inertia or costs 
o movement, are treated as having not merely this type 
of frictional effect, but of altering the nature of tL 

rTcLd^^'""^ equilibrium eventually 

What, then, is the criterion of when a friction is not a 
friction—or, rather, is something more,than a friction? 
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Ho» arc we to tell whether certain' ‘ disturbing inHuences - 

bv a cttl inor and calculable amount, or whether 
their presence transforms the situation in a qualita ive 

“.“".tr'ir.t ’.‘Xf a and 

Sx: SI” X,:= txS'S 

'"Xhf introduction of a new element into a ^tuat.on may 
affect that situation in a number of ways. First while it 
may have the effect of weakening or delaying opera¬ 
tion of certain of the determining influences and ^ 

retarding the working of the equilibrating forces atter 

an initial displacement has occurred, it rnay e e 

irrelevant to the ultimate equilibrium that is reachea 
because ~ unaffected the nature of the determining 
( Of this tvpe is the influence of ignorance and 

inertia accordmg to the older theory, I" 

unlltered any of the variables in the ej™ ^ 

water will find the same level in the two, even though 
it will delay the process by which this equa i y 

“"sKondly, the new element may cause a displacement 
of the sinLion by a simple and f-rminate amo^-- 
The friction in this case not meiely delays > 

the equilibrium which is reached. But its effect ° 

To is simple and additive. Here the new lactor in the 
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Situation is treated as though it were an additional con- 
stant, altering by a given amount the value of one or 
more of the variables in the governing equations; as the 
effect of costs of movement on price, according to the 
older view, was virtually treated as an addition to the 
supply-price or a subtraction from the demand-price. 
Its influence is thus of the same kind as that of any other 
of the data. If its quantitative importance is small 
relatively to that of the other factors which the theory in 
its first approximation had embraced, then it can properly 
be regarded as a mere disturbing factor, weakening the 
precision but not damaging the essential correctness of 
the previous generalization. At any rate, while its 
presence or absence may alter the values which the 
equations yield, its presence or absence leaves the 
essential form of the equations unchanged. 

Thirdly, the introduction of the new element may 
transform the situation in a much more radical manner, 
in the sense of altering the character of the actual relations 
which hold between various quantities. Its influence 
can then no longer be properly regarded merely as that 
of a retarding or displacing friction; it is rather that of a 
new chemical element, the presence of which alters the 
character and action of other elements and so transforms 
the whole composition. Its effect is no longer simple and 
a itive, and its presence can only be properly treated 
as actually changing one or more of the equations (ex¬ 
pressing given conditions or postulating relations between 
quantities). But the new situation is capable of being 
rendered determinate, like the old, provided that the num¬ 
ber of equations (or separate relationships which are known 
about It) can be made equal to the number of dependent 
variables. It is this type of influence which factors such 
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inert.a or costs of movement have m cettatn recent 

-r ait^rrer^n^ ..se .p. 

would seem to P“"// "“^whether one is referring 

“ Tbnum of Tshort per.od or a"long period-whether 
equ,l.bnum of a elen^ent can be regarded as merely 

retarding or as dtsplacng. ^ of 

ments are ™ o'rdy to a static position of rest 

movement andj^ ..Mes 

Llylr :"ion of™’; fmL will /U.0 modify the 

between cases of *e first '/P^XhT staplest 

hand, and of our third » latter is 

example of a transition displacing friction 

where the influence of the ° P | ^e of 

ffirvipntiv Strong to eliminate entirely tne 

I m r^ore of Ae main determining factors; as an 

• n the connecting-pipe between two cisterns, 
obstruction in the conneciiug y p the flow 

St; .tt= —1;*»- 

"r.;' —“ ;S'rTrHr;-., s =; 

l\so seem to be cases to which Pro ^ .-^.rences which are “qualitative 

the introduction of chanp ’’T-t^nct from being purely “ quantitative’t 
or chemical in character as d.btin ^ I tail to understand 

(Econ. Essays m Honour of ^^(.Jibnum-analysis the “ adaptive 

what he means when he states tha ^ self-limiting and not 

forces” need to be •• self-hmiting ” or “ cumulative 

:rt;;T wpfcd".o L na,».o d me I0.»1 ma».lon, end no. 

inaividual factors in it? 
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flow altogether may render the level of water in each 
of them entirely independent of the level in the 
other. What is of crucial importance in recent criti¬ 
cisms of the older concept of competition is that the 
presence in the market ol frictions, such as ignorance, 
inertia or cost of movement, even in a small degree, is 
treated as introducing a change of our third tvpe. Not 
only may their presence cause prices in different parts 
of the market to diverge from “normal” by an amount 
equivalent to the size of the friction, but it may cause the 
level of normal price throughout the ntarket to be 
different from what it would otherwise be. The effect of 
the friction on price will be a double one—one direct in 
permitting spatial differences to occur, one indirect in 
changing the equilibrium-level itself. The traditional 
statement of normal price” in a perfect market rested 
on the assumption that, since the individual was one 
among many, any action of his own could exert only a 
negligible influence on the market-price. The individual 
had to take the market-price as he found it and to treat 
It as independent of any action of his own in expanding 
or contracting sales or purchases. Hence, as a seller, he 
could never gain larger total or net receipts by restricting 
output (so long as price was higher than his marginal 
cost), and it would always profit him to expand output 
up to the point where the selling-price (and hence his 
additional receipts from extended sales) was equal to 
his marginal cost. Analogous considerations would 
apply if he were an entrepreneur buying factors of pro¬ 
duction in a perfect market. This is equivalent to saying 
that the demand for what the individual sold and the 
supply of what the individual purchased was infinitely 
elastic. If certain types of frictional element were 
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present, however, th.s assumption woukl no longer hold; 
;,nce the presence of the fnction would have the effect 
prectselv of rendernrg the demand for "hat the . - 

v.dttal sold, or the supply of what he 

degree .nelastic. For instance, the cost o 

reta.ler half a mile distant, or even inert,a or ignoranee 

as to the facilities he offered, would create a 

for buving from the near-by and familiar grocer, even 

houvh hi! price were higher; and similarly 
Iccep'ting lower wages from an employer rather than 

move and seek employment in another 

—"i 1. a. 

r :r "“.t= r;e rAt 

l-rx 

is: f sssvr. s 

Robfnson has termed ' the equality of marginal revenue 

andrrginal cost. In other wmrds, each 'ndjdua vd, 

S outpurto the point at which his profit is a maxmum. 
As a subsidiary principle it will follow that pfoduong 
■- as reoresented by the scale of operations of an 

Mividual entrepreneur, will tend to 'efficient 

Inost efficient size, instead of equal to the ™ ^ tl« 

size (estimated in terms of current s view, 

traditional theory of competition ■"’P''^- ,“'1, v in a 

tutffitt where frictions are completely absent^,,1^ 

words, only in the rarest, and m a sense the most 

> In The Economus oj Imperfec t CompetUwn. 
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ficial , of cases in the real world in organized produce 

markets). Where frictions are present in any noticeable 

degree, not only may prices diverge between dilferent 

parts of the market, but the equilibrium-level itself will 

be differently determined, and determined according to 
the principle of monopoly.i 

Thought appears to have been directed along these 
lines, so far as this country is concerned, by a path¬ 
breaking article by Mr. Sraffa in The Economic Journal 
for 1926; although for some time the significance of the 
hint contained in it does not seem to have been fully 
appreciated.2 This article suggested that since most 
markets for the products of industry were in fact broken 
up into more or less separate “private markets” for each 
firm, the situation was properly to be treated in terms 
of the theory of monopoly rather than of the classical 
theory of competition. It was further suggested that 
this prevalence of monopolistic restriction, as a general 
and not- merely an exceptional feature of capitalist 
mdustry, even where apparent competition prevailed, 


A good example of the change of treatment would seem to lie in 
the Significance attached to Marshall’s "marginal mobility” It was 
oimerly asserted that obstacles to movement did not obstruct the 
e^sTed competitive equilibrium so long as some mobility 

Z afert a H ""'Tr housewives in a market, and a 

tWs m! • 1 Ta ' The new view seems to imply that 

marginal mobility would be impotent to prevent the fixation of a 

monopoly-price throughout the m.arket if the mobility of the rest of the 
buyers or sellers was nil or very small 

by'Mr Sraff^f manuscript of an earlier article 

market”^nf ^ ^ “a '"'hh its reference to the "private 

bl "rood MU- hidicated its relevance to the part played 

But h i r Emerpnse p 88 ) 

Lcance'" MarshT emphasizing, its fuller sig- 

ttached to it no more than a short-period significance. 
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was a factor which accounted for a failure by industry 
to take full advantages of large-scale economies or o 
“increasing returns”, and for a chronic under-utilization 
of producdve resources. This point of view was de¬ 
veloped in later work, in particular by 

by Professor Chamberlin, who advanced independently a 
theory of what the former termed ‘ ‘ imperfect competition 
and the latter “monopolistic competition to supplant 
the traditional analysis of competitive equihbnurn. 

The practical implications of this new generalization 
were clearly of great importance. Profit was seen to 

contain always an appreciableelement of direct monopoly- 

eain (i e a gain acquired by restriction), mde 
f^ponant element of •'goodwill” in all bus,ness valu^ 
tions was seen largely, if not entirely, to represent simply 
a capitalization of such monopoly-elements. Laisse^- 
W^when applied to the world of fact instead of to the 
ideal’world of abstract competition, was found to sanction 
a state of affairs where productive resources might 

chronically remain under-utilized, available economies 

be ignored, and production-units be maintained at 
inefficient size even according to its own restricte 
definition of economy and efficiency But once this 
position had been reached, larger vistas, even di ^ 

turbing to accepted notions, were immediately opene 
up U the presence of these “frictional elements m 

the market created opportunities 

and could be capitalized as business goodwil , they 

V The analysis of Professor Pigou and others 
assumption of '‘pure competition- 

opiunun, inceruin cni^es^of ^competition- added a 
b.'r?her‘‘ exception -. and moreover implied that the " exception " became 
virmally the general case. 
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could, surely, themselves be created by the entrepreneur' 

In the strange A!ice-through-the-Looking-GIass sort 

of world which was opening to the economists' gaze, 
frictions almost became a species of commodity 
which could have a cost of production, yielded a profit 
and hence could acquire a price. Whether, even if they 
could masquerade as commodities, they could be said 
to be utilities was exceedingly doubtful. Indeed, from 
the standpoint of society and not of the individual, they 
seemed properly to be treated as elements of “illth” 
rather than of wealth-as Lucifers of restriction rather 
than Gabriels of creation. Yet they seemed to surmount 
this contradiction by possessing the convenient property 
of bludgeoning the other party to the transaction either 
qua consumer or gua worker into paying the price of 
their existence in the form of a monopoly-price (either 
in money or m labour-power) for real utilities. 

t vvas this aspect of the problem to which Professor 
hamberlin devoted particular attention in his analysis 

thp advertising and selling-costs and 

their effect upon price. Advertising and selling-devices 
generally are the methods which can be used to work upon 

w ^ ^ - i-rtia’^ or 

ort-sightedness in space or time, and from these raw 

orefcrCTc T'' «tachments and 

of a particular firm,. Of this the modern vogue tf 

....S'lLb,tker™'e''Sv rt'partcur.r 

the influeG of rde'„„To„ o'™!™”; "'a''’ ll''” 

wages, or. in Marx’s phrase, to increase the"wa? O" 

depressing wages below the value of labour-power”’ 
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branded goods and proprietary articles is a ^pecial case; 
wlX the increasing role played in the modern world 

hv the distributive apparatus and by distri 

comn.-tition”, which in the classical theory performed 

a positive and a social function as the J 

,vhich social interest dominated individual interest, 
cheapening products and promoting innovation, to-day 

cheapening V ^ apparatus for resisting the 

Tpeiaaon of-the unseen hand” of social interest and for 

^The significance of all such devices of monopolisUC 
competition is that they are designed to raise “d «n 
less elastic the demand of particular individuals or even 

nf' a whole market by a mixture 

rhTs^rdtr:hf:r a pr "nl^e/marke. for a parti- 
'cu^’rTellf or group of sellers (or ^ers) such — 
“nav” Here we seem to have a new bewildering 
of ‘‘supplv and demand” apparatus by which supp y 
1 cre'^ite' demand as well as demand evoke supply. 

, i, .taue.! 

servo a constructive function in in encourage expansion in cases 

of w hich he was not production, 

of "increasing returns it ,vill in general en- 

although there IS .■.;creas.ng returns'' prevail most 

those n\dustric iit their expense.) 

strongly; may equally welU-ncounige^ doubtless results from 

Certainly, a substratum of such ^ ‘ renders a 

nyost advertising. But ".nforma ion and all-inclusive 

market more and not less per issued by certain foreign 

to be such (like lists of hotels and ,, tJat ,t is not all- 

tourist agencies). But intent to distract 

inclusive, but exclusive, cr>ing " of coercion'which have 

attention from ,,,sscd' such things as " tying- 

parallel aims and eff ; ; ,itical influence. 
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We have here apparently a new type of expense, which 
so soon as it has become general becomes '‘necessary”; 
which is indistinguishable from any other form of cost 
of production but yet is entirely relative to the monopo¬ 
listic competition which produces it and to the particular 
policy m this matter which the competitors decide to 

adopt.i As Professor Chamberlin has said; ‘‘Wherever 

selling-costs are incurred—and they are incurred m some 
measure for almost all commodities—to cast the price 
problem in terms of ‘competitive’ demand and cost 
curves is not merely inaccurate; it is impossible. 

Under conditions of pure competition there would be 
no selling-costs. . . . The position of the demand curve 
shifts with each alteration in total selling-expenditure. 
In summary, the ‘competitive’ cost curve which includes 
selling-costs is inconsistent with itself, it is useless, it is 
misleading, and it is of very limited meaning.” 2 

Here it would seem that we had again lost solid 
anchorage; and that in face of such a bewildering 
cornplex of dependent variables, nothing determinate 
could result. The classical theorj' of competition would 
appear to founder on this basic contradiction: that when 
competition IS concretely defined as operating amid the 
sort of frictions which the real world must necessarily 
contain, the competitive equilibria” cannot define thl 
situation even as approximations. Are we really left 
as It might appear, with a situation where an indefinite' 

e sXeml selling-expenditure^ 

are sufficiently increased, and the capitalist system may 
raise itself indefinitely by its own bootlaces.? True it is 

P. 60^" • rt J^^elfare, 

constitute the costs of other enterprises ” ^ill thus help to 

Chamberlin, Theory of Monopolrstic Competition, pp. 175.6. 
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■"“lerur^d ®“d ^thod for a„alys.ng partrcular 

a useful an products on fairly rigid 

markets for a specia g rpcnrd to other 

assumptions ^ selling-expenditures 

But tor maKiu^ ,vhnle for the macro- 

'^“''■‘’"ptbltforernom.; society-.heir validity 
TZ: to be more dubious. It is easy enough to assume 

' dfficult°to'te?"hrsl“Tss"u^ tmnlted into 

Torething tangible. The relevant -lationsTips seem 
here to be themselves ‘ependent on so m 
variables in the situation as o s d 
one can generalize « ^„“',„„„dietion. For 

", ai::::p!rt m <1. effect of -'vcrtismg me^ods 

S:tc:^:r l^Tome'"eneral over 

an industry V s:^ably have the 

‘ Ibid., p. 130 
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the influence of the devices employed by others. While 
this selling-expenditure will he necessary for each ,f he 
is to retain his existing share ot the market, it will not 
necessarily yield him any additional profit as distinct 
from maintaining the status quo. The influence of a given 
selling-expenditure on demand in any particular case 
will then be a complex function of the amount and form 
of selhng-e.xpenditures on all other commodities and 
of the change in the marginal utility of income to con- 
summers as a result of the price-changes consequent on 
such selling-costs, as well as on the “suggestibility” 
of consumers in face of the particular selling-devices in 
question. The fundamental question remains as to who 
pays for the additional selling-costs which have now 
become general, and hence “necessary’’—where their 
incidence falls. Will it fall on existing monopoly-profit 

as part of the cost of maintaining “goodwill”? If so it 

must apparently have the effect of causing entrepreneurs 
o re uce either their output or their expenditure on such 
se ing-devices, or both; unless each entrepreneur can 
ope to acquire a new differential advantage bv pushing 
his selling-expenditure ahead of his rivals, on the as¬ 
sumption that the latter will not follow suit; in which case 
a new round m the selling-war will start. If the general 
inflation of selling-expenses results in reduced output, 
e urden will fall m restricted consumption on the 

occurred may then be one 
( o ) of two things. It may be that profits are no 

ofTb^ " proportion 

abour and other resources has been transferred from 

al productive activity to the unproductive activities 
competitive marketing-to furnishing the accoutre¬ 
ment of economic racketeering. Alternatively, what 
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rnav have occurred is that entrepreneurs as a class 
hasx increased their exploitation of other factors of 
production bv forcing the latter to accept a ^ 

return In oiher words, profit in general will have been 
rail bv a lowering of the price at which workers are wi l¬ 
ing to supply their labour-power to the employer, or else 

wfc"her this is the final result, and if so of 'vhat magni¬ 
tude It is, will depend on the social relations which de e 
name how far cNploitation of this type can 
In anv attempt, therefore, to generalize 

situation as a whole, we ^assical 

the type of determining relation with which classica 

Political Economy dealt. And this in a realm wtee 

mieht seem that the greatest conquests o* 

methods of analysis had occurred! We ^ 

back to these simpler and original formulations precisely 

because, so soon as we admit the possibility o consumer 
choices themselves being moulded by the actio 

It becomes clear that a subjective theory of value 

is incapable of furnishing stable ^ 

1 “Toie “Consumers’ desires” are both constituted 
as the starting-point for a theory of value and at the sam 

fime are admiLd to be themselves “dependent vari¬ 
ables”, determinable by the scale and 
expenditure on the part of producers, 
speech in terms of some simpler relationship, such 

Marx’s “rate of surplus-value”, is, of course, o 
no magic formula which can deduce for us any ^ou 
the effects of monopolistic competition that we did n^^ 
otherwise know. Such knowledge is not giv^ P 
but is a matter of experience. But unless 
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analysis in terms of certain fundamental relations of this 
kind, and relate more complex considerations to them, 
we seem unlikely to obtain any complete picture of the 
situation or to be able to see the wood for the trees. 

The recent emphasis given to the effect of expectations 
on price-formation, if it can be given a genealogy, seems 
to have two lines of descent. On the one hand, it seems 
to have arisen from a study of short-period problems 
with special reference to the effect of the existence of 
large overhead costs; on the other hand, from a closer 
analysis of the causes of movements in the general price- 
level, as distinct from the problem of the relative prices 
of particular commodities. As we have seen, classical 
Political Economy was inclined to treat movements 
in the general price-level as a distinctly monetary 
problem, irrelevant to the determination of relative 
exchange-values and to problems of production. Re¬ 
newed attention was attracted to the question by the 
large price-movements of the last quarter of the nine¬ 
teenth century, and again by the price-phenomena of the 
war and the post-war period. What gave this study a 
new interest and a new direction was the view which 
developed that, on the one hand, changes in the general 
price-level could not occur except in the form of a change 
least temporarily) in relative prices (and hence with 
effects on production and on distribution) and that, on 
the other hand, expectations were competent to be an 
originating cause of a permanent change in the price- 
evel. Interest in the former problem was largely 
^imulated by the publication of Professor J. M. 
Clark s work on The Economics of Overhead Costs. The 
study of this type of problem was not only a con- 
ributory stimulus to the interest in a new analysis of 
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competition and monopoly, but sowed doubts as to the 
validity as well as the relevance of traditional analyses 
of long-period equilibrium. Such analyses depended 
in some form or another on costs as a determining factor. 
But where a large proportion of costs represented over¬ 
head costs” of durable plant and equipment costs were 
to this extent irrelevant to the fixation of price over 

considerable periods of time.- At any 
of time, and over any concrete short period , ^.c 
might diverge very widely from normal This 
“short period” price was seen to be in part dependen 
on expectations in two ways; on the expectations 
as to the future which had prompted the original 
investment in the fixed plant and so determined its 
present amount, and on the contemporary expectations 
of entrepreneurs as to the course of prices in the im¬ 
mediate future which determined how intensively 
existing plant was utilized to produce current output 
How could it be certain that these short-period divergences 
of price would ultimately tend to return to the long- 
period “normal”? How could one be sure that those 
long-period forces of which Marshall spoke, working in 
the^background to pull things back 
equilibrium, would work entirely undeflecte V 
reciprocal influence of the short-period situation on 
themselves? Was it not possible that the events of 

short-period situation helped to shape the 

on which final equilibrium depended? If so, the tea 

world was not only a succession of short periods w er 

. Ov„he.U ^ 

:rori,rhi“rdy” ad. ,aid..ick. ot 

;;!:rrTM' c',:^ b. cu,k. 
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the long period was never reached; but even the long- 
period tendencies which continually strove to operate 
might be moulded by short-period happenings and hence 
be serv'ant instead of master. It would be like a game of 
musical chairs where, not only was sitting equilibrium 
never reached so long as the music continued, but the 
players were allowed to move the chairs about the room. 
Expectations, if they could affect what occurred in the short 
period, could also influence the permanent shape of events 
Some element of retarding friction seems necessary 
to the operation of competition at all. As Professor 
Maurice Clark has pointed out, there seems to be an 
Hegelian contradiction in “perfect competition” as 
a concept, since, if competition worked perfectly and 
without friction, it would never be in the interests of 
a seller to cut his price, knowing as he would that all 
competitors would immediately follow suit and deprive 
him of all gam in so doing.^ But in the real world of 

course, competition can never work instantaneously 
The essence of the matter is that the existence of delay 
introduces uncertainty for the individual as to the future 
course of prices arising from uncertainty as to the action 
o h.s nvals A, any rate, if he is one among many, nTs 
natural for him to assume that their action and hence the 
future pnce will be unaffeeted by his own action Com 
aequently, he will base his present decision as to' output 

price as perfect monop4.'’ (Op ^((’"'0 II" T?'“' 

monopoly-price. Then it is true that tlfe ""r ^ 

Chamberlin (where no indiviral Indc nates 

price-reduction) will preclude nrice reH^ » initiating a 

not hold any tendency to raise nn'ce frn ' situation will 

except by agreement ^ ^ ® previously lower level, 
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and sales on a consideration of the prices 
moment modified by a more or less blind guess as to the 
course of future prices. Whatever act,on he decides on 
can have only a negligible influence on the 

situation; and the expectations of any single 

are therefore, irrelevant to the final outcome. But v 
of the effect of the combined expectation of a 
of individuals (supposing that they are influenced by 
similar expectations)? Were the classical economists 
right in supposing that even this is irrelevant to the 

‘^"ctol'y.'an expectation which is common to a whole 
market, or to a substantial group of 

Cre Every fluctuation in the market bears witness to 
this fact. Moreover , where decisions bear fruit a long time 

‘ahead (aswith lengthy production-periods) - -e embod.d 

in very durable objects, as occurs especially in decisions 
relating to capital accumulation and investment such 

inm the future, extending over years or even decades. 
But this is not to say that their influence can be more 
than a temporary one, even if the temporary period be 
fairly long in duration: it is not to say that they can 
necessarily alter the nature of the long period normal 
m which exchange-values will ultimately tend to conform^ 
The reason for which the classical theory “"Sidere 

that subjective expectations, even when they were 
general, were irrelevant to the determination of long- 
period equilibrium lay in the objective nature o 
theory of value. The factors which determined no”n 

value ” were not such as were capable of being m a''": 
by expectations or by any of the effects of shor -p 
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Thus there was no possibility ol 


price-fluctuations. 

A -- *.^^7 k I \^y \J J 

expectations bringing about a displacement of values 
which was permanent, still less a cumulative displace¬ 
ment. “Normal values” represented that arrangement 
and distribution of labour and resources which, in the 
existing state of demand and with the existing supply 
of labour and resources, constituted the most profitable 
position for the individual entrepreneur. If there was 
any movement away from that position by one individual 
separately, he would be involved in losses (or at least 
would fail to secure as much profit as he otherwise could 
have done). If there was any general movement away 
from that position, either in the direction of contraction or 
expansion, then either losses would be made all round or 
abnormal profits, or some industries would make abnormal 
piofits and others would be involved in losses, with 
the result that forces would be set in motion to reverse 
the tendencies to contraction or expansion and to bring 
things back to the “normal” position once again. Given 

that fundamental cost-conditions and demand-conditions 
remained unaltered, expectations which did not conform 
to the objective situation were automatically checked and 
revised by the price-changes which the actions consequent 
on these expectations provoked.^ Subjective expecta¬ 
tions bred from ignorance of the general situation, while 
they were not irrelevant to the creation of economic 
fluctuations, were irrelevant to the final career of each 

* Of course, under conditions where the buyers also ■ 

on expectations of future- t uuyers also base their actions 

expectation on one side or the other 
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,uch fluctuation and to the tendenc.es to equilibrium 

which ruled the long-period trend of 

It is clear, however, that this view must be subject 

TTir^riifirarion in two essential respects. 

Fns n so far as any of the governing conditions 

i,her contained a conventional element which was 
Capable of being influenced by changes in the income of a 

re!’;;::: Cass or^as m any other way epen~ 

“ "of ^Ze r ttr,abour-.hZy of v.ue wem 
capable of being - ™fluenced^ 

Zzr: t ZZ af the valu'; of labour-power is 

partly determined by what one may call *<= ooj“"o^ 

It social element embodied in the conception of a neces 

standard of life, a change 

by temporary circumstances may^i.sdf alter Ae sjp y^ 

?:me" ‘Fore'xarple, the change might be brought 

about in the one caL by trade union action at a t m 
of expanding demand for workers, or in the other case 
by Ze lowenng of wages consequent on uncmpMm- ■ 

would react L the equilibrium-position '“ "'b.ch thing 

would later tend to return: it would alter both the 

of utility, which could no. ..self be 

E.on so. of bu. probably 

,n face of an expected a later date. T’he fact 

only in order to purchase . ■ exchanges in the system the 

that the larger the element o specu , has been ignored 

greaferistheinstabihty of pnces isaco ' mainly concentrated 

by traditional theories of speculation, xvh.ch hate m y 

on an apologetic for ,rdo referred to as the factor 

1 This conventional ^ determining the ‘'cos, 

of “habit” and Marx as the social elemt 

of nroduction of labour-power”. 
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and the rate of profit (and likewise rents) and 
hence would establish a new set of normal exchange- 
ratios. In Ricardo s theory this consideration recei\'ed 
scant consideration, presumably for the reason that he 
thought the law of population to be powerful enough 
to make wages conform to a subsistence level after a 
sufficient lapse of time. But in the theory of Marx 
it had much greater importance. It was precisely 
because an alteration of wages could modify the future 
equilibrium on the basis of which capitalist production 
and expansion would continue that Marx attached so much 


importance to crises and to the “industrial reserve army’’ 
as shaping the future course of capitalism. For him, the 
law of motion of this society was not a law of nature which 
could be deduced mechanically from a few sim.ple data 
and then forecasted for a century ahead: it was something 
which was itself shaped by the class relation between 
capital and Labour and by changes in this relation. 

Similar considerations apply to the supply of capital. 
The volume of capital accumulation is clearly dependent 
in a very direct manner on the income of the capitalist 
class. Hence any short-period change which affected 
the income of this class would react on the volume of 
capital accumulation during this and the immediately 
succeeding period: for instance, an expectation on the 
part of entrepreneurs which induced them to take action 
which actually resulted in losses.^ This has an import- 

expectations as to the future of relative 

^ ^ immediate influence on the volume of 

aC Rinfluence should be classed under the 
Jove head. But the significance m th,s case is different: at .s tS tjme 

actuality does not correspond with expectation; whereas chanced 
nvestn.ent which is the product of changed income, and Lnce of a 
changed ‘supply-pr.ee” of capital, will not. 
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ance in the case of capital without any close parallel 
because capital accumulation and the innovations which 
go with It is SO essential and continuing a process o 
capitalist production. On it the amount of constructional 
work and the balance between different lines of pro no¬ 
tion not merely temporarily, but also permanently, 
depends.! As will be seen, monetary chariges may also 
have an effect on the supply of capital, and so leave the 
technical state of industry, the balance between in¬ 
dustries and the configuration of relative prices perman¬ 
ently different from what they previously were. 

Secondly, It is clearly possible for subjective expectations 

to affect the general level of prices, if they can influen 
either of the Lo monetary factors which (given the com¬ 
modity transactions) determine this level 
volume of money and its velocity of circulation. How 
far they can affect the amount of money m circulation 
depends, in part, upon banking policy. But the yelocity 

1 If we regard what the Austrians term the 
A rtion’‘ as lengthening continuously with time, then any 

penod change which alters the rate of 
of this 'engthen.ng^ process ^and^cau^^^ 

h ''Thrs°fact that capital accumulation is a continuing process 

have been. rliftirulties of the view which treated 

has always constituted one of the both a stock and 

A„...r„n., a..j wish economists 

K ’ '.‘.frhm, h,u. “mtcd out .n em.nJ.t.on of W.cks.ll 

have refcrrt fnmduced by a divergence between the natural 

that a change of prices (p ^nay bring about a shift in the 

rate and the money rat^ f ^ Thomas. 

-!/ Pru-;,. pp. vS-O and 85; and Myrdal. Mon.ary 

Eiinilibrittrn 
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of circulation of existing money they can clearly influence 
immediately and directly in so far as the first effect of such 
expectations is likely to be on the use of existing money- 
balances, in the one case by causing a drawing upon 
existing money-balances to finance optimistic expecta¬ 
tions, in the other case by causing the proceeds of 
commodity-sales to swell idle balances as a result of 
pessimistic expectations. The expectation, if it is general, 

will tend to produce the very price-change which it hoped 
for or feared.1 

This, however, is not to say that the price-change will 
necessarily be permanent, still less a continuing one. 
It all depends on whether the expansion (or contraction) 
of expenditure results in changes which confirm or which 
disappoint the original expectation. If the result is to 
yield losses to entrepreneurs (or in the converse case 
abnormal profits) then the movement will be self- 

. , 11 expected and 

realized gams will be the corrective that produces a 

return to the original position. If in the new position 
the profits that were considered normal in the old position 
are still realized (although not those abnormal profits 
or losses, the expectation of which prompted the original 
movement), then there will not necessarily be any 
t^endency to return to the old position: merely a tendency, 
having reached the new level, to stay there. But if the 
result of the original movement is to produce the very 
profits (or losses) that were expected—to yield a coin¬ 
cidence of realized with expected gain—then the move¬ 
ment, once started, will continue. In the first of these 
three cases the original position was one of stable 
equilibrium; m the second case, both the old and the 

^ Cf. Wicksell, Interest and Prices, p. 97. 
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new are positions of neutral equilibrium; in the third 
case the original position was one of unstable equilibrmnL 
A situation where the initial movement is likely to 
be self-defeating in its effects is where People and 

as before (measured in terms of real values). In this 
case an initial price-rise (or fall) will tend not only to 
be checked but reversed {e.g. through a rise m interest- 
rates). If, however, a continuing influence on the velocity 
of circulation is exerted by the fact that a price-change 
itself creates the expectation of a continuing ra 
change in the same direction-the process of what 
Wicksell termed a rise of prices “creating its own 
draught”—then the change is likely, not only to persist, 

^""in^recemTears there has been an increasing emphasis 
placed by economists on the possibility of a change in 
the price-level, initiated in this way, becoming cumu- 
latle, because a price-nse itself breeds expectation of 
a further rise and the expectation each time tends to 

produce the very rise that had 

a picture has emerged of the economic system as being 
unstable in a high degree. Professor Hicks has recently 
pointed out that this instability arises rom the fact that 
under dynamic conditions one can no longer hold to the 
crucial assumption that “the individual’s scale of prefe - 
ence is independent of the prices fixed on the marke 
—the tacit assumption underlying all versions of th 

subjective theory of value which we have 

to call in question in previous chapters of this booL 

So soon as we admit the effect of 

immediate past on expectations in people s minds 

1 J. R. Hicks, Value atid Capital, p. 249. 
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what will occur in the future, and hence on their prefer¬ 
ences spread out over time, this assumption of independ¬ 
ence breaks down: cumulative movement in the direction 
either of continuous inflation or deflation of all prices 
becomes possible. In fact, we are faced with a situation 
quite opposite to that which economics has traditionally 
envisaged. Instead of the traditional picture of an 
economic system possessed of such a high degree of 
stability as to make a trade cycle scarcely explicable 
save in terms of some special disequilibrating influence 
external to the system, we have the picture of an economic 
system that is much more unstable even than the capitalist 
system clearly is—moreover, a system about the larger 
movements of which there is very little that one can say 
by way of deterministic forecast. 


One reason why in the past this instability has been 
denied has presumably been the belief that a change in 
t^he general price-level, of the kind to which we have 
been referring, cannot occur without some change also 
m relative prices, and a shift of relative prices of a kind 
that disappoints the original expectation of which the 
price-movement has been the consequence. Hence the 
ft away from equilibrium tends to be self-corrective 

of prompt a revision 

tions ■ The chief way in which expecta- 

through the expectations and actions of emrepreJur, 
Consequently this influence will operate through Te 

«dium of changes in investment; and since the originat- 

on depart of 

for labour-power, raw materials and instruments of 
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production, and not in the first instance a demand for 
consumption-goods. The result of this will be that (i 
there is a state of full employment, or approaching tu 
employment) the prices of the former will tend to rise. 
The initial price-rise, therefore, takes the form of a rise 
in the price of things which figure to the entrepreneur 
as costs; and in so far as this set of prices rises relatively 
to the price of his finished product, the margin between 
them will be narrowed and, not only his recent and 
“abnormal” profit-expectation, but even his normal 
expectation of profit will, ceteris paribus, be disappointed. 
True it will subsequently ^ happen that the prices of 
finished goods will rise as wage-earners and others come 
to spend their increased purchasing-power. But even if 
these prices rise by the same absolute amount as costs 
have risen, the margin between them will oe smaller 
proportionately to the higher level of costs and of selling- 
prices; so that the rise in the latter will not prove 
sufficient compensation to the entrepreneur, seeing that 
his total outlay (in money terms) has increased. 

To illustrate this argument, let us suppose, for example, 
a community where the sole product and also (by a 
stretch of imagination) the only fin,shed commodtty 
which its inhabitants buy, consists of boots. Let us 
further suppose that the expectation of improved profit 
results in the decision of entrepreneurs in the boot 
industry to draw upon their money-balances in order o 
purchase more leather and equipment with which to 

for'^ resources (constructional materials, labour-power, 


t It is to be noted that our argument here is independent ^1 
this hme-lsB is long or short, or whether there ,» even any t.me-lag ai 
all. if there is, then the argument of the test will re rein orce 
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leather, etc.) competes with existing demands and so 
raises the price of these resources.' Eventually the price 
of boots will rise by an equivalent extent (as the w'ages, 
etc., come to be spent). In other words, receipts from 
boot-sales will increase by the same amount as costs 
have risen. But they will increase in smaller proportion. 
Meanwhile the capital outlay is larger than it was before, 
having increased to the extent of the rise in costs; so 
that the profits which can be realized will suffice only 
to yield a smaller ratio of profit to outlay and hence to 
disappoint the expectation on which the original invest¬ 
ment was made.2 The very rise in costs will, of course, 

' If reserves of these things exist, then the price-rise of these resources is 
smaller, or even, in the event of infinitely elastic supply of such resources, 

. n this case the increase in the aggregate boot-output will be in 
proportion to the increased money-expenditure, and no rise in selling- 
price will occur. Here it is true that the rate of profit will not fall as 
a result of the expectation-fed expansion of output. But if there is any 
inelasticity in the supply of resources costs will be raised in some degree 

rS mLtly assumptions 

“ can be put in this form. Investment in the industry 

mve tment will take the form of durable plant, and assume tSat invest! 
mlZ ^ leather. Then the increase of invest- 

ThenTf o •"‘’n’'' ‘''>st-outlay on boots. 

booNsales v'Tnd tT"'' X, receipts from 

booyales Y, and the resulting profit Y - X = y, the rate of profit 

was —. Now both X and Y are increased by ;i-, leaving the difference 
between them still = y. But the rafe of profit will now = -^ . 

pelahon of'ln''"” ^ of barter, a farmer, in ex- 

for labour or contracted with labourers so as to promise them a larger 
therTt”” ^ contents of his barns when the harvest was in The harvest 

.h“h. r„id° hi “with 1 r„;: 

had made whifeTh! 1 \ optimistic contracts he 

of threu,™^ p-ponioo 

The result (to revert to our boot example) will not he substautiallv 
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in large measure have frustrated the intention to create 
new plant, or even to acquire more labour and materials. 
But it is this very frustration which precludes that 
increase of output which might have enabled the invest¬ 
ment-intention to realize its expectations of profit. 

Of course, it may be that the effect of an expectation- 
prompted movement towards expansion or contraction 
is modified by the rigidity of certain elements in the 
situation. This rigidity may be of money-wages, which 
may fail to rise in face of an increased demand for 
labour, or it may be of certain long-term contracts that 
are fixed in money: for example, loan-contracts, where 
the effect of the initial price-movement may be merely 
to “squeeze” (or, conversely, confer a bounty upon) 
rentiers. To the extent that this is the case, it might 
seem at first sight as though the profits realized in the 
upswing would be larger than would otherwise be the 
case; and conversely in the downswing. (It would, 
indeed, seem to be on some such conclusion as this 
that the traditional view has been based which favoured 
plastic rather than rigid money wage-rates in the face 
of changes in the general price-level.) But this con¬ 
clusion does not necessarily follow, if the expenditure of 
these fixed-income groups is correspondingly smaller 
than it would otherwise have been. This consideration. 


different if part of the increased investment is directed towards new and 

additional plant. Then, either the price of machmery and 

will be raised (with comparable effect to the rise of price of leather and 

labour in our simpler ease), or, if labour is drawn 

structional trades so as to change the te-chnique of 

direction of a raised ratio of capital to labour. (Ma.^ s higher organic 

composition of capital” or the Austrian’s "more roundabout production ) 

then the rate of profit will fall for this reason. T he actual ^ 

well be a mixture of these two phenomena, the occurrence of the tormet 

promoting and leading to the latter. 
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accordingly, indicates that no answer to this type of 
question can be sufficient unless something is known of 
the reaction of consumers themselves to the price-rise; 
and to this we have paid no attention hitherto. 

It should now be evident that underlying this whole 

e prices is the 

ssumption that it is the expectations of entrepreneurs 
that play the active role, wh..le the actions of consumers 
remain unaffected, or little aff'ected. by pnce-expectations. 

tK . '''' such assumption as this 

that the traditional pictures of a stable svstem depend. 

hor, m this'case, as soon as prices start to rise those 

persons whose money-incomes have not yet risen (e p 

non-wage-earners) will curtail their purchases, with the 

intention of postponement. If, however, this is not 

e case if consumers, like entrepreneurs, are influenced 

by a price-nsc to believe that the rate of change is likely 

higher level 

be permanent ‘—then consumers will expand their 
won^^yz-expenditure in an attempt to purchase at least as 

result will be that 
consump,.o„.goods will rise in at least the same prop« 

tion as costs have risen; there will be no shift of relative 
Sa™ disa™"'"® f hence no 

ecessary disappointment of entrepreneurs' expectations 

It was ,hi. ca.e (wh?,' ■ LTm '• P’ “5 ) 

is quite inelastic”) that I Stated to hp K' M consumers 

on P. . 1 a (and ™hkd, m a l.ng.hy 

these essays, in discussing the views of'lVr? 

Mr Lerner. I am now convinced that “"‘I 

I then thought: that in fact if m unlikely as 

important phases of the trade cycle to reality at 

It cannot necessarily be regarded as ^ 

wn.„. Havf "rtlaTo “ 
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Consumers and entrepreneurs al.ke by expanding then 
money-outlay, will have eaused the Pnce- ^ 

along whh prices generally and with their own expend¬ 
iture. The movement will have been self-justi ying, n 

"Vto-iZl. we take into account the fact that the 

normal state of the system is one of unemployment 
“Hnused capacty, there ts a " 

investment, and hence m the activity of the 

system and the volume of employment. The differe^ ^ 

Tetrve both of labour-power and of other resourees n 

The system, we have to deal with fluctuations, not only 

of investment-outlay of entrepreneurs in W to 

(which in a state of full employment can only lead to 

price-fluctuations) but of real investme^^^^^^^ 

^r^tilr^nmXfa cumulative factor, which 
einforces wha^! has been said above. Tte cumu ativ 
influence resides in the fact that *e profit that is earned 
on existing capital equipment will depend ^ ^e le« 
of demand and hence of activity: 

depend, inter alia, on the rate of investment itselh A 
rise in the rate of investment (or mntal.s 

fall) will ‘"f inThe' r“e ‘S investment. 

'TharthrwiU b^the case depends on the asspptiom 
first that selling-price bears some definite relation 

marginal cost, and secondly that, as existing 

is naore intensively utilized, the productivity of abou 

that is using this equipment will fall and marginal costs 

216 



CONCERNING FRICTIONS AND EXPECTATIONS 


will rise. This rise of price (consequent on the rise oi 
marginal cost will cause a tall in real wages ^ and a 
shift to profit . Such a cumulative tendency, however, 
is unlikely to be of permanent duration, for the reason 
that, as investment proceeds, it leads to an increase in 
the actual stock of capital equipment (without any 
equivalent increase of Marx’s “variable capital’’) and 
hence eventually to a fall m the rate of profit yielded 
by a given mass of profits Hence at some point the 
eventual operation of the tendency for the profit-rate to 
fall is likely to counter-balance the tendency for total 
profit to rise, so that the inducement to expand invest- 
me^nt will at first tend to be retarded and then reversed. 
(1 he converse will happen as investment falls off cumu¬ 
latively m a slump.) What this factor is likely to produce, 
therefore, is a fluctuating movement of considerable 
amplitude, with the upward and downward movement 


any independent of (and additional to) 

of nroa '"''y occur owing to the rise in the price of factors 

reference was'^m demand by entrepreneurs, to which 

reierence was made a few pages earlier. 

risi situation wage-earners demand a compensating 

depend TXTh®"'possibility of profits nevertheless increasing 
in a proportional ^ m ^ rnoney-wages does or does not result 

S r 1 have dLussed .S; 

if this w?re to ine ^ " special application to a socialist economy, 

capitalism, in The 

win emphasized another influence which he suggests 

probably hpf reverse the expansion before long— 

rnvSment V n 1 ^ composition of capital in Marx’s). Hence 
lock-up capital in ^ decline, because of smaller inducement to 

Wt n “"V durable e<,tnptne„.. ,Cf. Profi,. 
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ri first “creating their own draught vvith quickening 
pace, but in the course of doing so g-mmaung a coun r 
Lauence, which eventually overpowers its predecess 

and reverses the direction of movement. 

The outcome of this analysis would seem to be that 

expectations, at any rate business-expectations on he 

husation of fluctuations, both in price and m industrial 

activity and hence can exert an importan , y 

circumKribed, influence on the determination of long- 
period equilibrium. This represents a significant modi¬ 
fication of classical theory and its statement of economic 
laws and leaves little standing of the ' 

monies" of laissez-faire. Of particular significance m 
T e mphasis that it places on the tendencies away from 
equilibnum which lie inherent in an individualist “onomy. 

afthev were stressed by Marx, by contras, with the 

tendencies towards an equilibnum which the R'eaMl 

school had emphasized; and further on the fact tha 

such ruptures of equilibrium themselves play an active 

v!; chfeen. from fhe nicely equilibrated system that 
it has been traditional for economists to depict. We are 
in fact very far from the classical notion of econom, 
Ivemem as a simple product of certain mechanical 

motive forces (like growth of capital or of 

and much nearer to a concept,™ of economic moveme 

in term.s of conflict and interaction. . 

So far the partial breakdown of the mechan.ca deter 

minism of classical doctrine has a positive valu , 

clarifies our vision of reality. But there an 

to it. Subjective economics, resting as it 
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attempt to interpret economic events in terms of the 
psychological behaviour of individuals, finds itself faced 
with a chaos of indeterminacy, where almost anything 
is possible. Having crowned expectations, it finds itself 
ruled by them; and where expectation is king, his every 
mood is law. It lands us in a world of cumulative 
movement and unstable equilibria, where large-scale or 
long-distance forecast is impossible—a world in which 
a campaign of economic “ballvhoo” could exert, not 
merely a defined and limited, but illimitable influence. 

Clearly we cannot rest content with such a situation, 
if only because the nihilist view in which we appear to 
be landed would, if it were true, make the economic 
system much more unstable than it actually is. Econ¬ 
omists seem to-day to be at times in danger of imposing 
by thought an indeterminacy on reality, just as previously 
economists imposed on reality their own conceptions of 
mechanical equilibria. We clearly cannot be content to 
displace the proud structure of classical Political Economy 
with a groping subjectivism which (as Professor J. R 
Hicks has cautiously said), while it may be “admirable 
for analysing the impact effect of disturbing causes, is 
less reliable for analysing the further effects’’, and r^ay 

danger, when it is applied to long periods, 
t)f the whole method petering out’’.^ The precise extent 
and nature of the instability to which the capitalist 
system is so eyidently subject is, of course, a practical 
question, to be decided by the study of actual situations, 

a'^rl study of situations as they change 

na ditter. Reasoning on the basis of known general 

aracteristics of the system can neyer giye us more 
n a proyisional answer: nevertheless, this answer mav 

The Economic Journal^ June 1936, p. 241. 
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have great importance for practice, and in default of 
completer inductive studies may be the reasoning with 
which we have to be content. To generalize more 
confidently on the matter, and to see some pattern in the 
chaos of indeterminacy to which subjective economics 
threatens to lead us, we clearly need to go outside the 

narrow circle of exchange-relations—of what Jo-day has 

come to be narrowly defined as “economic” factors— 
within which the economists’ problem is now usually 
set. We look like being more usefully employed in 
studying the connection between the economic and 
social conditions in which individuals are set—instim- 
tional and class conditions and the concrete relationships 
of social groups to the process of production—and the 
motives and actions to which these conditions give rise 
than in further complicating the algebra of the impact 

of expectational-systems on the constellation of prices. 

One thing, at any rate, seems clearly to emerge; and 
it is of fundamental importance. What gives to expecta¬ 
tions the influence that we have been discussing, and 
hence cradles the tendency of the system to violent 
fluctuation, is the particular type of uncertainty that is 
characteristic of a society of Individual (as distinct from 
social) production. It is the atomistic diffusion of 
economic decisions under a system of individual produc¬ 
tion for a market that gives to expectations their rein. 
Connected with this is a distinction that would seem to 
be crucial for the methodology of economics; a distinction 
between the type of law that it is possible to postulate 
of a world of perfect foresight, and that different type 
of law, and degree of determinism, which operates where 
various types of uncertainty prevail. Of course, economic 
systems differ only in degree in the foresight of which 
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*ose who take the ruling decisions are capable; although 
in this respect (as is suggestetl in a later chapter) the 
difference between a capitalist economy and a planned 
socialist economy is sufficiently large to justify one in 
treating it as a difference of l;ind. 

What is significant here for the causation of fluctuation 
IS the blindness of the individual entrepreneur-the man 
who takes the decisions which control production and 
inyestment-as to the course of events in the immediate 

uture so far as these affect himself. It is quite another 
matter as to whether the situation is such that the 
econonaist or the scientist, standing outside the system. 

the future. Even if such a scientific observer could 
forete the outcome, given the relevant data, it does 

is entrepreneur could do so; since it 

LnomvTrh mdividualist 

nomy that he is m a situation where he is of necessitv 
gnorant as to the current actions of his rivals In thi 
degree that he is thus in “blinkers”, his and others’ 

expectations will exert an influence in producing fluctua 

"slg ffiT ^ “‘i ‘hfir effect 

decisions are embodied. The generation of 300^001^ 
ions ,3. accordingly, part of the essential nature of “ „ 

.“1h/°rnner'V„“w°hicif ffie ten' 

»'ir i;™.; ~”KrT,; 
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partures from equilibrium which this mfluence engenders 
and the clement of indeterminateness which it introduces. 
Only by virtue of the uncertainty of each as to the actions 
of all do the traditional laws of the market rule; only y 
the appearance of freedom does economic necessity and 
automatism prevail; only by reason of the essential 
ignorance of each entrepreneur does the economist s 
power of forecasting the total situation emerge. A 
Engels once said, the economists' “natural law was 
“based on the unconsciousness of the parties concerned^. 
This rule of “natural law”, based on “unconsciousness , 
was as far as classical Political Economy ventured to 
see-a rule of law later sanctified as the music of an 
immanent harmony. What Political Economy previously 
failed to see is that this very atomistic ignorance of 
each as to the intentions of others, through the influence 
it gives to expectations, holds at the same time the 

inevitability of economic fluctuations: fluctuations whic 

generate an important modifying influence as well 
I potent motive force, shaping the future of the economic 

system. 



Chapter VII 

imperialism 

It was primarily as a critique of Mercantilism that 
classical Political Economy, and more particularly its 
theory of foreign trade, fired the minds of its con¬ 
temporaries and won its place in history. To denounce 
Mercantilism as a system and to refute the fallacious 
reasoning of its apologists was a passion which domin- 
ated the writings alike of Adam Smith, of James Mill 
^d of Rmardo. In view of the resemblance between 
Mercantilism and modern Imperialism, it is the more 
surprising that economists of our day should have had 
so little to say concerning the latter, and should even 
have treated it as a subject outside their scope. This 
resemblance between eighteenth-century colonialism and 

that of to-day at least in superficial aspect, has often 
been observed (among the earliest, I believe, by Thorold 

Rogers in the ’eighties). The resemblance lies not 

Ssiem “but' M r “"h » “lonial 

system, but m their employment of certain parallel 
monopolistic practices, and in a similar antithesis which 

Econly I'ol-tical 

The early economists had few illusions about Mercantil- 

relations which underlay its elaborl supl tc “ o 
trade regulations and the ideologies created “ rex 
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planation and defence, d'hey perceived that its essential 
character was a special form of monopolistic policy and 
that the gam which was sought from it was a monopoly- 
gam, and primarily the gain'of a limited class. James 
Mill, who had described colonies as “a vast system of 
outdoor relief for the upper classes”, wrote that; The 
mother country, in compelling the colony to sell goods 
cheaper to her than she might sell them to other countries, 
merely imposes upon her a tribute; not direct, indeed, 
but not the less real because it is disguised”;^ while 
Sav describing the system as “built upon compulsion, 
mstHction and monopoly”, declared that “the metropolis 
can compel the colony to purchase from her everything 
it mav have occasion for; this monopoly, or this ex¬ 
clusive privilege, enables the producers of the metropolis 
to make the colonies pay more for the merchandise than 
it is worth” “ Adam Smith, who had provided the classic 
discussion of the matter, denounced the system in these 
terms: “The monopoly of the colony trade, like all the 
other mean and malignant expedients of the mercantile 
system, depresses the industry of all other countries, 
but chiefly that of the colonies, without in the least 
increasing . . . that of the country in whose favour it 
is established. . . . The monopoly, indeed, raises the 
rate of mercantile profit, and thereby augments some¬ 
what the gain of the merchants. ... To promote the 
little interest of one little order of men in one country, 

> Elements of Pol. Eeonomy. Third Ed., p. ziy. ^ p , 

= J, Pol. E,o,.. (.8=0, Vol- 0 p. 3==; 

Economy pp i;g- 10 . Cf. also Torrens, P/Wmaio/i o/U (i b-i). p. . 2 t) 

CI SCO Torrens does not hesitate to refer in refreshingly strong terms to 
he •■•powerful junta of ship-owners and merchants, whose private 
Interest is opposed to that of the public" as responsible lor colonial 

regulations (p. 248 ). 
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it hurts the interest of all other orders of men in that 
country, and of all men in all other countries. . . . One 
great original source of revenue, the wages of labour, 

the monopoly must have rendered at all times less 
abundant than it otherwise would have been.” ^ 

Both Smith and Ricardo discussed the effect of foreign 
trade on the rate of profit. Both considered that it could 
exert an influence to raise the rate of profit in the home 
country, but for opposed reasons. Adam Smith had 
argued that colonial trade would do so by diverting 
capital into branches of trade in which it had a partial 
monopoly, and where, as a result, the profit that could 
be earned was higher. But this diversion of capital 
would also raise the rate of profit in all other trades as 
\vell (owing to the lessened competition of capital in 
them), and as a result would raise the price of com¬ 
modities in the home country. This contention he used 
to show that the Mercantile System did damage alike 
o the home country and the colony.^ This Ricardo 
denied. It might well be possible for “trade with a 
cdony (to be) so regulated that it (should) at the same 
ime be less beneficial to the colony, and more beneficial 
to the mother country than a perfectly free trade” At 

trade to another, 

affeaThe r.: of tX ‘n 

distribution of the geneial opitalTncTlttXrnT 
therefore, less will be produced. . . . (Rut) if even 

Sismondi on the colonial system undefvvhichthe the remarks of 

to Itself all the profit of mononnlv hin- ‘ ”^etropolis reserved 

so restricted as to mean that in ^ very restricted market*’— 

preferable for both metropolis and L'lJn?" 

I, p. 393.) • (Nouveaux Pru.dpes (,8,9). 

Jbid., pp, 556-9. 
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had the effect of raising profits, it would not occasion 
the least alteration in prices; prices being 
neither hv wages nor profits." > The only way in wh ch 
profit could be raised by foreign trade was through the 
effect of abundant and cheap food-imports on the price 
of labour; and this was most likely to be promoted by 
free trade and the widest possible extension of the 

" Ma'rx includes foreign trade among the 

which counteract the tendency for the rate of profi to 

fall and refers to the dispute between Smith and Ricardo. 

In this n^atter he seems to have sided with Smith against 
Ricardo (which was unusual for him). Foreign trade 
could raise the rate of profit, not only by cheapening 
subsistence, but also by “cheapening the J 

Tforeign trade, and « fortiori in regulated colonial 
trade cotW earn a higher rate of profit; and the 
seemh “no reason why these higher rates of profit 
realized by capitals invested in certain lines and sent 
home by (hem should not enter as elements into the 
a«™ge rate of profit and tend to keep it up to that 
exten?” “The favoured country recovers more labour 
in exchange for less labour, although this 
this surplus, is pocketed by a certain clas ; ' • S" 
as the rate of profit is higher, because it generally 

higher in the colonial country, it may go 

with a low level of prices if the natural ^ 

favourable. It is true that a compensatjon Ptee, 

but it is not a compensation on [to.] the o > 

Ricardo thinks.” This extra profit, which by 

of capitals eventually tends to enter into the general 

1 Principles, Third Ed., pp. 410 and 413- 

226 



IMPERIALISM 

of profit in the home country', he termed super-profit] 

remarking that this was something analogous to the gain 

of “a manufacturer who exploits a new invention before 
it has become general 

It IS not altogether clear whether Marx intended this 
to apply both to the case of simple exchange between 
two national economic units, either regulated or un¬ 
regulated, and to the case where the relation between 
them includes the fact of an investment of capital in 
one by the other. Clearly these are two distinct cases- 
and It would seem as though, with regard to the former, 
Ricardo was substantially right: that the advantage 
erived from exchange by the country with the higher 
productivity of labour would not necessarily show itself 
m any rise m the rate of profit, which was a ratio of 
‘values] since the resulting attraction of gold into the 
monetary system of this country might have the effect 
of raising all prices equally and so of leaving relative 
prices unchanged. The gain from the trade would 
augment the rate of profit only if k showed itself in a 
cheapening of subsistence or of raw materials and instru¬ 
ments of production.^ But what Marx doubtless had 
mmd was a relationship between home country and 
colony whjch included the fact of investment b^ the 

appear m Ve Smith’s view would 

countrj^ would in this case undoubtedly be raiLd bv 

I U ^ investment for its 

capital had been extended, 

^ Capital, in, pp. 278-80. 

It might also have an effect on ,, u* l 

if it led to a specialization by that country mentioned— 

had different technical conditions, and henor’a dT‘'”‘" 
compos..,on of capita, - on the .v.t.pe from"”" tvhicfSd brfSf 
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\'o rieid line of demarcation can, of course, be drawn 
beuveen these two eases: rather are they to be regarded 
as two types of relattonsh.p between ^ 

effects of which shade into one another at the edg . 

It is unlikely that trade-relations between two coun 
wtl'f hat no effect in eheapen.ng foodstuffs ami _raw 

materials for the more developed P •_ 

m me case oi investment-field 

cultural area; and to this extern 

for the capital of the former countp^ can be 

enlarged. On the other hand, if capital is actually 

invested outside the former country, the rate ° P^ 
r hat country is likely to be raised quite apart from 
Z incidentareffects on relative prices. 
precisely the economic relationship '-hich chamet^^^^^^^^^ 

colonialism is, therefore, not easy. . o. 

cannot expect to find definitions which 

mena with the sharp lines of logic. Supe p 
Marx's sense can arise, it would seem, as mu 

t unregulated exchange between eountnes of 

-X e-:: ^d sn a p df. 

Tg- eTonomie telaticn- 

Tbi , it must be in terms of someth.^^^ 

Xon —"two countries „ — *e 
"rrhylel's”! some form of monopolist«u- 

ild tra"de between them, ^ by an 
by one of them m the other at a h g 
than that prevailing in the former. ac 
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of relationship represents a form of exploitation of one 
area by another (through trade or through investment) 
which is in important respects different from the trading 
relationship between tw'o areas which takes place on the 
basis of free and unregulated traded 

What characterized Mercantilism was a relationship of 
regulated trade between colony and metropolis, ordered 
in such a way as to turn the terms of trade in favour of 
the latter and against the formerd In this system in¬ 
vestment in the colony, while it was found, seems to 
have played a subordinate role. Modern Imperialism 
repeats this feature of exploitation through trade; and, 
while in the early stages of Imperialism this feature may 
have been much less marked than it was in the colonial 
system of the seventeenth and eighteenth centuries, in 
the later stages it assumes a large and growing importance 
m the shape of the neo-Mercantilist policies of “autarky’! 
of imperial units. But between Mercantilism and Im- 


The conception of foreign trade free of any monopolistic element 

IS, of course, as abstract a conception as “free competition” in internal 

trade, and is as rarely found. We use the conception here primarily 
for analytical purposes. ^ 

^ This had earlier parallels in the relationship which persisted between 

close of the 

Middle Ages and m the period of “primitive accumulation”. The 
various monopolistic provisions of the mercantile guilds, reinforced 

^ f » ^ P° governments, amounting 

o a sort of colonialism” with regard to the surrounding countryside^ 

gave rise to an exploitation-relation of fhis sort which seems t^have 

constituted an important form of primitive accumulation. In the 

^/cg-system it reached, a higher stage; finally reaching its mature 

and pure form m the exploitation of a proletariat by industrial capital 

and the creation of industrial surplus-value. (Cf. the' present wrS’s 

Enterprise, Chapters 14-16, 18-19.) It is of interest to note that 
this type of relationship formed the basis of the discussion in U S S R 
over the relationship between industry and peasant economy in 1935 and 
of Preobrajensky s theory of so-called “ socialist primitive accumulatfon ” 
(Cf. the writer s Russian Econ. Development, p. 160 et seq.) 
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• rn. there lies of course, the whole difference 
penahsm there , capitalism 

between a primiti g Hrpe-scale industrial 

hvp;.™phToi the industries ptcducin^ 

dera, among the contrasts ; 2 ';tt :; ?a;t> investment 
the new colonial s\ste . invest- 

in the cclontal area aPP--“ t d rept -nt it as 

">-< ^ r erpre'lrinantK. tn tnvest- 

„ent as capna ,n the dt-^.^l^'J^plified and 

colonial vernal process. Investment in 

the colony free,uen.ly takes the Pnm «t V 
lending or of ^te «pU..ta,.cm ^pnm.m^ 

production, much ‘'t c't ; Moreover, 

Hurope in the days o t re i * s . j , 

the keynote of -Ionia mves uKnt - - , mvestmen, 

• 4 . I f. in\ • 

consisted 11^ 

I.Ill wore cslin^atcii to amount 
. A««rc.«.c um.sh u. ..c Hru.sh e^pi^. 

to /'4000 nnllu'o, ot whuh oxu South Amoru'a, and only 

:.n.‘:iiu, ... > S A . .Ot IHC dismbun^ 

onc-twtMM.cth .n I tirop' f (• .r„„„w Pntn.n tuO I'.S.A. arc instructive. 

of ,hr con.b.nctl exports o • ^ 

Capihn itoixis. 

, -lA per ^cxxi. 

-(^percent. * 

1 t^OO . • ■ ' (j I 

It,00 -^1' ■• 

Outer Cl.a.ubcr of C onuucrcc, N.Kcr Co.npeuy or 

• ! x..tnplrs of this «prcar to lie I l.\,u«tonel 

,h, s.,.!.., .... '•■o"-'' 
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in projects which carry with them some differential 

advantage, preference or actual inonopoly, in the form 

of concession-nglits or some grant of pnViJeged status. 

Monopoly-rights and restrictive practices, not dissimilar 

to those m force in Stuart England, seem always to 

have constituted a large part of the attraction of colonial 

investment, and to Imperialism as a system of profit- 

extraction over wide areas to have furnished an essential 
ingredient. 

Since investment in colonial areas represents a transfer 
of capital to areas where semi-monopolistic privileges 
are easy to procure, where labour is more plentiful and 
cheaper, and the “organic composition of capital’’ is 
lower, the process constitutes a very significant counter¬ 
acting influence to the tendency of the profit-rate in the 
home country to falld Moreover, it exerts this influence 
or a double reason. Not only does it mean that the 
capital exported to the colonial area is invested at a 
higher rate of profit than if it had been invested, instead 
at home; but it also creates a tendency for the rate of 
profit at home (in the imperialist country) to be greater 
than It would otherwise have been. The latter occurs 
because the plethora of capital seeking investment in 
the metropolis is reduced by reason of the profitable 
olonial outlet the pressure on the labour market is 
heved and the capitalist is able to purchase labour- 

other words, figures as a means of recreating the in- 
dmtrial reserve army at home by virtue of tapping fresh 

centTty mid-nineteenth 

“ I be^feve this to Lve'h statement concerning the export of capital : 
by which the deSne If 7 years one of the principal causes 

Ed. Ashley p 738 ) ^ •"as been arrested.” {Principles, 
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fields of exploitation abroad. Capital thereby gams 
lubly: by the higher rate of profit it reaps abroad and 
by the higher “rate of surplus-value it can maintain 

Inta y’. .he .nterea. of capital and of labour .n thts 

Ittcr arc opposed, and why a capital.s. economy has 
Emotive for taperialist policy which a soe.ahs. economy 
would not have.' Its significance can he seen . 
suoposes the process carried to an cxtrenae. if one 
sZo-s unlimited proletarian strata in the colonies 
avLiahle to be tapped (and unlimited natural resources^ 

and if one further supposes all obstacles to 

removed. The logical end of the process (if one cares 

to follow out a purely abstract hypothesis) » 

lower wage-rates (at least “ efhciency-wages ) in the 
older capitalist countries to the level prevailing in the 
„lonial areas; and, so long as coloma areas remained 
to be tapped, to maintain the mass of 

number of concrete reasons, the process does not reach, 

1 Wiih roes,a „ ihc 

from colonial development, to w i ‘ follows; '‘A latent 

a well-informed w'ntcr has recent v cone u c ^ . coming 

di«,ac„ce of inierc. no, been done 

i„ cioina from iho rspor, ol co.ocidoncc of 

more by acoirKmi tbo" Cous ^ fructify in cheaper 

iuUTCcts that the most prohi.ibk , P j ,5 put that building 

and cheaper looJsrnff. and raw ““('^Vruc "iVumWir rarhvays, pur- 

sultans' palaces, mining diamon Moreover, “the 

chasing warships meant no such ipp imnt did the sectional 

more new countries investment would reduce 

conttict become. The likelihood that ‘ ^ ^hat in- 

,Hc cost ol Urit.sh iniiiorts was less intense, 

dustries competing with our own wou i ; . , ver the standard of 

^ , , Korciun invcarnicn, waa^apparm^ 

living instead of raising it. 

Sfiniirs. Vol. Ill, No. id 
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or even approach, this abstract limit (which on the face 

of it would seem to involve the “de-colonization” of 

the colony, as well as the partial de-ineiustrialization 

of the imperial metropolis). But the tendency remains 

as a partial tendency even if it is countered by other 
factors.! 

There is often an inclination to fasten attention upon 
this contrast between the Mercantile System and modern 
colonialism—namely, the fact of capital investment in 

the colony—even to the extent of denying that the parti¬ 
cular type of exploitation which characterized the former 
can be said to exist to-day. Stress is consequently laid 
on the industrializing effect of Imperialism in backward 
countries, by contrast with the restrictive effect which 
the Mercantile System exercised on the economic de¬ 
velopment of its colonies; and a picture is created of 
a reproduction in the colonial areas of a fully fledged 
industrial capitalism of the normal type, leading to a 


the matter. There may be 
" working class of the imperial metropolis, accruing 

to sections of it or even to the whole of it for a period. For instance it 

may derive benefit frorn cheaper food imports which result from the 
opening up of undeveloped areas, or a particular group of workers 
may gam from the enlarged market for the products of that particLr 

to Share some of the fruit of certain monopolistic practices adjunct to 
Imperialism, which will be described below. Moreover, the’re ii always 

3 \7s" mi^sr !he prosperity 

of his naaster: in the sense not of a comparison between his st^te 2 

slave and as free, but his state as slave to a less prosperous a2d a mom 

prosperous master. (Clearly this sense of “benefit” must always be 

ubordmate m the more fundamental loss he suffers from his slave state ) 

So, if capitalism finds a partial escape in colonialism, it may avoid forms 

. P^nculady ..pec. „f Fascism which 
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progressive de-colonization of the backward countries. 
Tlifs perspective einerp^es from a neglect of those features 

tmm to which we have referred, and of the character- 
,;t.cs of colonial development which arc associated with 
an ace of monopolistic organization and policy. It is 

true drat Imperialism exerts a revolutionary effect in th 

c„l„r„d area, nrore markedly tharr 

confined itself in the main to trade relattons and the 

encouragement of auricnltural plantations) eve did In 
so far as capital is to be invested as industrial 
proletariat 1 st be created where this condition does no 

already exist; and this implies 

forms of economy, tribal or semi-feudal, by a process 
••primitive accumulation”. As a condition of extending 

rtolution in the methods of transport: the harnessing 

of natural resources, and sometimes, though not in- 
ot naiurai , as wel as economic 

v'lriablv a measure ot political as wcu 

uhfication of the country. Yet this is subject to im- 

portant qualifications; and the positive ‘j'' 

svstem plays, even in Its early stages, in colonial areas 

seems to be considerably more limited, relatively to 

contemporary possibilities, than ■"digenous capitalism 

played in the original industrial countries Frequemly, 
for^political reasons, it supports rather than supplants 
reactionary social and political forms (for instance, 

, „ i, be need .he, in 

to those which are properly t tute the so-called Dominions 

parts of the Bmish Ettipire^^hfch 

are not properly colonies achieved considerable in- 

native population is, again, in a special position.) 
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native States in India; the perpetuation of the political 
disintegration of China), especially when it needs to 
seek for allies against rivals within or without the colony. 
As at certain stages in the earlier history of capitalism 
merchant capital effected a compromise with feudal or 
semi-feudal interests or with the Court, in alliance against 

zparvenu industrial bourgeoisie (as in seventeenth-century 

England), so the imperialist interest may lie in alliance 
with the remnants of the old ruling class of the colonial 
country in opposition to the designs of a native bourgeoisie 
with Its interest rooted in intensive industrialization As 
we have said, capital investment in colonies is verv largely 
privileged investment, with serni-monopolistic r'ights or 
restrictions attached; while in many cases it takes\he 
form of the exploitation, and consequent perpetuation, 
of relative y primitive forms of production: a tendency 
which will be encouraged by the very poverty of the 
colony and the cheapness of its labour-supply. Again 
It may run counter to the gain of the capitalist class of 
the imperialist country to encourage investment in types 
of colonial production which will compete with the ex- 

cluni™ f"hich that industry in the mother 

herefore, quickly enters in, discouraging certain types 
of colonial development which are rival to other imperial 
interes s, and often limiting industrial development in 
the colony to types of production which are comple- 

r"Tn 7 anT” " d metropolis.. Since 

ant industry usually requires some differential 

monopolist in its investment lim t' a discriminating 

maintain a higher me oT mvestment in the colony so as to 

products of hLe the 
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encouragement to launch it on its career, the mere absence 
of special encouragement to colonial industry may suffic 
to cramp industrialization within narrow limits. 

That Imperialism will very soon bring monopoly- 
oractices reminiscent of Mercantilism in its tram is 
made probable by a special and distinctive “ 

this system. While the mere export of capital does 
depend upon an elaborate regulation of trade between 
^ P 1 did McrcantilisiM, and can 

even thrive in company with a policy ot the so-called 
“Open Door”, it necessitates, as the colonia ^ 

over the relations and s™ of the 

colonial economy. This it requires, not merely to 
ttprotect property” and to ensure that the profit of the 
investment is not offset by political risks, but ^o^^ally to 
create the essential conditions for the profitable mve 
ment of capital. Among these conditions is the 

louTsupply 1 and where this does f' 

enforced (of which the reduction ot tribal land-rebC 
and the introduction of dilferential taxation on im.iv s 

livinc in the tribal reserve in East and bouth Africa 
exar^ples).^ Here, in this closer control ot the metropolis 

over Le internal politics of the colony, seems lie the 
basis of that political logic of Imperialism, which i ^ 

m "lucres M miuence", from “spheres of inffuence” 

, .. ever, uopical 

and the virtual enslavement and everywhere, except 

W- Mn:dr!nrt::::n. acco..p.f;hed.” CLconard Woolf 
r7rnti huterialism, p. h8,) 





IMPERIALISM 


to protectorates or indirect control, and from protector¬ 
ates via military occupation to annexation. As soon as 
political control arrives as handmaid to investment, the 
opportunity for monopolistic and preferential practices 
exists; and if this political control is used, it will pre¬ 
sumably be used in the promotion of the particular 
interests it represents. The process of investment and 
the economic development of the colony will not operate 
in an idyllic environment of laissez-faire. 

It would seem that these restrictive and monopolistic 
aspects of Imperialism become particularly prominent in 
the later stages of its development, and then come to 
constitute an essential element of the relationship between 
metropolis and colony. At first, when the field of invest- 

concession-hunting easy, attention is 
mainly directed to seizing such opportunities as lie to 
hand or to opening up new fields. This is the pioneering 

AfrILtfThf ''"hr 

eighties, with a v.^hole continent before it 

did not as imr^Kr _cp, i , . ^ 

i he Fashoda inci- 


O-J ci. vviiuii 

did not as yet imply acute rivalry, x ne i^ashoda inci- 

Still ^ future storms. But there 

^ I lemained sufficient room to permit the principle of 

compensatmns ” to be applied between the rivllf as 
was app led, for instance, to mollify Franco-British 

BritfshXT iitTG' hintLands of 

itisn Last and German East Africa were develoned 

greT'Eve'n " 

grew. Even so, it was probably in the Near Fast oi ^ 
•he road to Bagdad, to TeherL and foTndt ’raTef 
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than in Africa, that the most dangerous gunpowder-tram 

leading to August 1914 was laid. 

Yet even m this early stage there is “'‘’ing like the 

free competition of classical doctrine in the 

[he game; and in establishing or maintaining these 

%c history of this development abounds m instances of 
ool tic mfluence being decisive in determining to which 

fsred-the history of China, South America, of the 

Near East, of Egypt, Tripoli, °;f,he Somh 

the special rights enjoyed by such bodies as th S 

Africa Company, the British and German East Afrma 
Companies, the Niger Company, t e u , 

m\n n mo‘[e obvious examples) constituted them 

virtual monopolies over an extensive ■ ^^t 

true of loans, constructional contracts and mining con 

and probably tends to become more characteristic 
colonial trade as colonial development proceeds 
Professor Pigoii has said; “There are 

whose ofticials can be bribed or cajo d m bu^ldmg 
railways for such governments on *7“^^ 

establishing rubber .Simulated’ 

Africans and worked ^ be Jo 

‘ Cf. such works as: L. Wool , - ^ • Brailsford, 

O^verlLh. Foreign Finanaal Control tn China. 
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labour of Africans at a very low wage. When the 
government of some civilized country has annexed, or 
IS protecting, or has established a sphere of influence 
over any undeveloped region, these valuable concessions 
are apt to flow, even when they are not formally reserved, 
to financiers among its own nationals. These financiers 
are often rich and powerful. They have means of making 
their voices heard through newspapers, of influencing 
opinion, and of putting pressure on governments.” i 
The classical theory of foreign trade postulates that 
countries tend to specialize on producing those com¬ 
modities in the production of which they have a com¬ 
parative advantage, and that the gains of the trade are 
divided according to the elasticities of the relevant 
natmnal demands (expressed in terms of the commodities 
each exports to acquire the commoditie.<J it requires to 

1 ^ * to say that to-day 

the precise opposite is true: that each country attempts 

to create or to “earmark” for itself the demand for 

those things which it has the facilities to produce; and 

t at economic hegemony consists in success in so doing. 

What is the economic significance of the spread of the 

of a particular nation to 
backward areas” if it is not that the latter will tend to 

develop tastes for what the former has become fitted to 

produce, and hence historically has grown to appreciate 

Cr ■ A nation which has no coal can 

altogether, or a nation which has no textiles to coerce 
s CO ony into going naked and buying jewellery instead 
But a colony under British influence or domination is 

' Political Economy of War, pp. 21-2. 
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likely for numerous reasons to prefer British engineers 
and British personnel for its industry, and enterprises 
staffed by British personnel are likely to have a bias 
towards using British patents and devices and Facing 

construction-contracts with British firms. In a ntis 
colony the prevalent fashion (unless there is strong 
reason to the contrary) is likely to lie in the direction 
of British cloths and British styles; and m a German 
or a French or a Japanese colony m a different direction. 
The effect of such inffuence will, of course, be that the 

financiers, concession-hunters, contractors, trading com¬ 
panies, etc., will be able to enjoy a higher price of sale 
Ind a lower price of purchase than if these preferences 
had not existed and their transactions had taken place 
in a more perfectly competitive market. In other words 
the “terms of trade” between metropolis and colony vvill 
be turned in favour of the former. The aphorism that 
“Trade follows the Flag” embodies the essential truth 
that a significant aspect of the role of colonies in inter¬ 
national economics is that they constitute in large part 
“private markets” for the interests of the national group 
which controls them, even where the policy of the Open 
Door” prevails. The number and extent of such 
privileged spheres which a national capitalism can enjoy 
will significantly determine the rate of profit which i 
can earn and the place it can hold in world economy. 
In this sense, the “search for markets , to which the 

under-consumptionists refer, will have an independent 

meaning: namely, the search for extended opportunities 
of deriving monopoly-profit by exploitation througi 
trade, as distinct from the extraction of “ normal surplus- 

VliluC. . 

Hut to-day even the nonunal maintenance ot Open 
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Door policies is becoming increasingly rare. Agree¬ 
ments as to spheres of influence run parallel to the 
territory-agreements between international cartels, which 
divide out the market into assigned ‘ ‘ preserves Political 
appeals are directly used to influence demands, and we 
see combines using political prejudices to exclude rival 
products (as, for example, in the notorious campaign 
against Russian oil a few years ago). So intimately are 
politics and economics entwined that the mere smell of 
an oil-concession has been known to throw at least one 

international conference of States into confusion. Current 

polidcs of autarky” and economic nationalism, with 
their raising of tariff-walls round national or imperial 
units and their plethora of quota-arrangements, merely 
pursue the ideal of the restricted market and the monopo- 
hzed preserve in a more perfected form; while the now- 
fashionable balanced-trade agreements and the revived 

fuT of ;^PO^t-surpluses are explicit recognition of 
that neo-Mercantihsm which has always been latent in 
modern Imperialism. In this process monetary dis- 
ur ances, on which the economist’s attention has been 
mainly fastened, would seem to figure as effect rather 
than as cause; exchange-depreciation as one of the 
instruments of export-rivalry ; and the opposition of rival 
currency systems, such as the gold-bloc, the sterling- 
bloc and the dollar-bloc, as an aspect of a manoeuvre for 

T economic 

colonial outlets, it is not abundance but restriction 

preseTvrf monopolird 

p serves for big industry that he really desires. 

be mportant question remains as to why this new 

colonialism should have appeared at the part Liar stag" 
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In history that it did. Lenin pointed out that Imperialism 

was the characteristic of capital,sm in its monopo y-stage, 
particularly of the stage in which an integration of finance 
with industry took place, with its subordination of in¬ 
dustrial decisions to large-scale 

Hilferding had called “Finance-Capital Hence 1 
perialism implied not merely an export of capital to ne 
areas where rejuvenated it could retrace its history, but 
an expansion of capitalism to new areas under specific 
condifions, with a consequent emergence of quite novel 
elements in the situation. Moreover, as recent events 
have shown (in Spain, for example), this lust of expan¬ 
sion is directed not only towards “backward ““nt™ 
of Asia or Africa but towards neighbouring regions, 
the economic control over which can yield monopolistic 
advantages.^ And for this association of Imperialism 
with the passing of capitalism in the metropolis into 
mLopoly stage there is a strong evidence of fact as well 

as the presumption of abstract reasoning. 

The Simultaneity in the rise of modern Imperialism in 
the countries of western Europe is a notable fact wfiich 
has been frequently mentioned. It was with surprising 
accord that in the ’seventies and early eighties of 
the last eentury the most advanced capitalist “untries, 
Britain, Germany and France (with Britain ahead and 
somewhat more successful than the rest) showed a 
revived interest in colonies; and eager hands were 

, coa.ro. 

= So much to the forefront that it may well 

over already deceloict. ....ore play ■» much smaller r61e than in 

b. ,ho. expo,, o' B. Ob.,n: •■Cood.uoox 

the pre-war epoch, ■ oioeteenih ccn.ury ,ha, 

■>'- 

did formerly.” (In International Econ. Reconstruction, p. 75-) 


2d2 



imperialism 

stretched out in the notorious Scramble for Africa bv 
which within scarcely more than a decade a continent 
was carved out between a few great Powersd Interest 
in China and the Far East was revi\ed; and rivalry for 
“spheres of influence’’ here and in the Near East 
quickly imitated events in Africa. This conversion to 
new methods was sudden as well as simultaneous It 
seemed to come unprepared by gradual steps in retreat 
from the previous policy, as represented by the Cobdenite 
ideal of international free trade. For thirty years the 
tide of British policy had been setting steadily in the 
direction of loosening the bonds between Britain and 
her older colonies of the Mercantile period; and the 
Scramble for Africa came close on the heels of Gladstone’s 
most signal triumphs in crowning free trade and close on 
the heels of the Great Exhibition and of a series of 

commercial treaties which were acclaimed as marking 
the dawn of a free-trade world. Something more than 
he eloquence of a Disraeli seems necessary to explain 
this sudden turn of the tide. Within a few years there 
was revived protectionist talk under the slogan of “Fair 
Trade not Free Trade’’; Joseph Chamberlain in due 
ourse was to lead his revolt from the Liberal Party 
lie in France and Germany, as in Britain, the value 

the^ rediscovered in 

theory and in practice. Italy, for whom the industrial 

revdution came late in the century, showed a tardier 

r Europearw T "I tited "by 

fete V 

the three Great Powers ” IL Wnr.lf ir r ^ Pacific between 

owers. (n. Woolf, Ecot?. Imperialism, pp. 33.4.) 
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interest in northern Africa; and U.S.A., for special 
reasons of its own development, did not take the colon a 

road until the very end of the nineteenth 

of all on the scene we see Japan, who made a transition 

to modern capitalism around the turn of the cen ury 
with such phenomenal speed, to-day j 

ince of history suggests that Imperialism 

Ttage of hs development, and that it blossoms rapidly 

The two features of capitalist development with which 
It sLmrmost reasonable to associate this new expansioms 

tendencv are the following: on the one hand, the ex 

haustion or near-exhaus.ion, of the 

was termed in the previous chapter the extensit e 

recruitment of hmd, encouraged 

h“ r -hnical Weh 

organic composition of capitaUo a P^' 

: r'""rh 1 

a-;? 

I:?!: mis oi;-oduc.ion will provide the basis for 

. While m -tmcrio, indiMrialirstieu 

wmoely earl, .. S^ih ull rdaiieely law. There 

ciipitalistii did not conu to t nineteenth century 

is cvKkncf, I think, to ‘ of "internal colonialism’’. 

m which ihc die" s m all; rate, not until the turn 

to Hi, Cap.ial " ^to'he on balance an i>„rortcr ot manu- 

of the century did I'.b.A. ctasi. 

faciurcd ^uods. 


244 




IMPERIALISM 

that concentration of capital out of which large monopo¬ 
listic groupings are likely to grow. Capitalism becomes 
over-ripe , in Lenin s phrase, in the sense that “capital 
lacks opportunities for profitable investment ’’.i If it be 
true that these developments are marked by a sharp fall 
in the return on capital, this fact will provide a stimulus 
simultaneously to the adoption of monopolistic policies 
in home industry and to the search for new investment- 
fields abroad; while the growth of large monopolistic 
groupings, particularly if welded with finance, will 
provide the type of organization which alone is com¬ 
petent to undertake the strategy of large-scale economic 
conquest overseas. Moreover, there is a special reason 
why monopoly and colonialism are logically joined. 
While monopoly in a particular industry or group of 
industries may succeed in increasing the rate of profit 
It IS powerless so soon as it has become general to raise 
the rate of profit all round, unless it can cheapen the 
price of labour-power or squeeze some intermediate 
income-strata at home.^ In pursuit of success, it is, 

therefore, relentlessly driven to extend the sphere of 
exploitation abroad. ^ 

the intention 

of Marx that his analysis of capitalist society should 
provide a few simple principles from which the whole 
mure of that society could be mechanically deduced 

from',T'’“ '•>« movement came 

and f society, 

and „ ® and movement new elements 

stal oT emerged. The laws of the higher 

stage of organic development could not necessarily be 

^ Imperialism (Ed. 1933), p. 58- 
bee above, p. 75. 
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deduced, at least rn toto, from those of the lower stage 
even though the former bore a definable relation to the 
tter What gives to Lenin’s analysis of this nesv stage 
of development so much of its impor.nce is th. h 
clearly enunciated the respects in which this new stage 
modified or transformed certain of the re ations p 
which were characteristic of the earlier pre-imperialist 
stage-changes svhtch have frequently been quoted 
rontradictions of the Marxian forecast. But xvhile im 
penalism undoubtedly introduced 

the nineteenth century, these situations have features 
which ultimately seem to reinforce, rather than to nul i y, 
the essentials of the forecast which >1^’' j 

pefwilm was Its effect on class relationships in the home 

rlccesllffl nTtionLvas able to acquire, created the 

possibility for the working class of the “1* 

S'rrsuch outleHaVTa. wo:id ;o°bably h.tve had to 

Tve done and secure for itself a certain luwi e ed 
position. This to a large extent goes to ant ' 
maintenance of what has often been called an " ^ 

of labour" in Britain and North .«imerica, and o a le^.e 
extent in France and Germany: of a working das* "h'ch 
stood in a preferential position relatively ' 'c' P^ | 

of the metropolis, who. contrasted with the plantatio 
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slaves” on the periphery of Empire, felt a partial identity 
of interest with their masters and a reluctance to disturb 
the status quo: a fact apparently reflected in a whole 
epoch (the epoch of the Second International and of 
Social-Democracy) in the labour movement in those 
countries. In his Preface to the second edition (1892) 
of The Condition of the Working Class in England, Engels 
made his well-known statement about the British labour 
movement; “During the period of England’s industrial 
monopoly, the English working class has to a certain 
extent shared m the benefits of the monopoly. These 
benefits were very unequally parcelled out; the privileged 
minority pocketed most, but even the great mass had at 
least a temporary share now and then. And that is the 
reason why since the dying out of Owenism there has 
been no Socialism in England. With the breakdown of 
that monopoly the English working class will lose that 
privileged position; it will find itself generally on a level 
with Its fellow-workers abroad. And that is the reason 
why there will be Socialism again in England.” Faced 
with the events of 1914, Lenin spoke mofdantly of “the 
tendency of Imperialism (in England) to divide the 
workers, to reinforce opportunism among them, to en- 

’ movement” 

centu,7 , and referred to the leaders of Social Democracy 

politan "palace slaves”, as “sergeant-Ljors of CapSi 
m the ranks of Labour”. At the same time there ten'ded 
O develop in the imperialist countries both a large and 

overgrown so-called “middle class”, whose livelihood 

epended directly or indirectly on the imperial con 
nection, ranging from clerks in city offices to colonial 


R 
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administrators, and an inflated reniUr elentent which 
thrived on the yield of foreign investments. 

Secondly, the historical role of ImpenaUsm .n coloma 

^ht:::aX:d -r r ^ ;:r= 

^rrandlamr t 

To - 

'^tdrmt“^irmZ"t:^e"dustriai 

rirrenti rmoLpoHstic privileges of forei^ 

this class, lese -^fl^jence of absentee interests, should 
:r .1 rtvalry ^ 

errrr r ew. 

nlnch culminated tn a c.vfl war. _^Here. .n^th 
to dispossess ouraged development of 

native ’which should reproduce, 

rhistorical setting, the features of the 

r-VrrT =r i^rr :e« 

1830 and 1840. _ Imperialism leads to colonial 

O 1 ,0 d IV in Asia, perhaps to-morrow in Atr.-a. 

revolt, o-d.i> ^^p^sents not a simple 

rirr" rrrr 1 1 rr 

'r tV' “niire’' type "f industrial capitalism, carrying a 

:„ X Nation rtween a colonial proletariat and m- 

diTsfrial capital, whether native or torcign. (It 1. did, 
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there would be no economic raison d'etre for colonial 
nationalism, save as a purely proletarian and socialist 
movement.) It embraces also a relation of monopolistic 
exploitation through trade with the colonial economy 
as a whole. Hence large sections of the colonial bour¬ 


geoisie and petite-bourgeoisie have economic roots which 
bring them within the nationalist movement; and 
colonial nationalism, accordingly, represents a strongly 
mixed-class movement. The twentieth century, there¬ 
fore, was destined to witness a new historical phenomenon 
in the shape of national-democratic revolts in the pro¬ 
vinces of Empire, to join with the proletarian revolt at 
the metropolis of which Marx had spoken, to shake the 
pillars of Capital’s rule. In this new epoch it might 
well happen that the centre of gravity even would be 

shifted, and the former, rather than the latter, set the 
pace of events. 


A third consequence of Imperialism on the shape of 
events m world economy was an accentuated inequality 
of development between different countries and different 
areas. In the nineteenth century it seemed as though 
the march of industrialization exercised a “levelling” in¬ 
fluence on different parts of the world. The growth of 
the world market, both for commodities and for capital, 
was generally considered as tending to lessen national 
differences and to bring different countries increasingly 
into conformity in their technical levels and even in 
their standards of life. It is probably true that there 
were always important qualifications to be made to this 
view. But with the rise of the new colonial system 
certain new types of inequality appeared which were 
significant in their influence alike on the internal class 
structure and the internal stability of various national 
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groups. Superficially viewed, monopoly m^ht appear 

degre^ of ordered planning. This may P« 

true of relations within the sphere of a 

monopoly-control. But monopoly essentially spe 
ornilege and economic privilege spells restriction and 

Llusion. It necessarily means 

the seeds of inequality and of rivalry he ™bedded. 
Those Powers which are most success u m p 
lobmalism are able to acquire a new prosperity for 

period a. least) and enhanced , 

becomes war, the extension ot territory by P 

"''la^^t'oCrt^^rritmy” ts firtt'SlTrged by extension 
‘mo^ vugin tracts, bu^ later can only be^^enla^ed^ by 

stealing territory from ^ n Versailles, 

wTs already reached by 19 ^ 4 ' ^ ^ • i j 

possibility of what had been called *“P"-’"’P‘=™'T . 

[an internationalism of imperial Powers 1 °'"'^ ^ 

rotsibilir'y that die proletarian revolt 

Ld the triumph of socialism, ivould come hr.t,^^^ 

the older capitalist countries which, bti g * 

“ pi.; - ■ :r:i::s :i: p; 

teere less developed 'G„,rwlr! 

links” when a severe crisis, such as 
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undermined the whole structure. In this latter con¬ 
clusion he found both a justification for his own policy 
in Russia and the answer to what has so tirelessly been 
termed the great paradox of Alarxism ”, that the revolu¬ 
tion which Marx had prophesied seventy years previously 

should have first come in Russia instead of in the countries 
of the West. 

This conception of Imperialism, with its latent rivalry 
and its inner logic of expansion, olTcrs an interesting 
parallel to the analysis of a slave economy which was 
made by Cairnes in his Slave Power. Cairnes here 
emphasized that in the Southern States of North America 
the only form of new investment and source of extended 
profit lay in the acquisition of more plantations and 
more slaves. Hence the uneasy economy of the Southern 
States was continually moved by an urge to expansion 
to acquire more slaves and to extend the plantation- 
system to the West. In the eventual limitations on this 
process lay the inevitability of its ultimate clash w’ith the 
North. A similar lust for expansion clearly lies in the 
blood of capitalist economy; and it too is a lust which 
cannot be indefinitely sated. The very counterforce 
which It generates in the form of colonial nationalism 
places increasing barriers to any intensification of its 
monopoly-policy, and even serves to loosen the bonds 

capitalism as a whole colonialism can 
afford no more than transitional respite. 

If the post-war economic crisis is set against this 
type of background, there emerges a different, as well 
as more illuminating, interpretation from that which 
we customarily meet. Some such background, indeed 
seems essential if we are to make any sense of the be¬ 
wildering nightmare of recent events—if we are con- 
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cerned at all with searching for causae and 

„e no. content w.th the superficial p.cture afforded by 
analvsis solely of “immediate causes . Viewea ii 
this larger perspective the malady of our post-war world 
clearly goes deeper than “the dislocations of war-time 

production”, “Government fo,”, 

Lterprise”, “monetary disturbances and similar facto 

which have figured so prominently m traditional treat¬ 
ments of the subject, and even for many economist 
anpear to be the limit of their field of vision, and t 
cLar shape of a “general crisis”, lying dee|et than he 

who said that “in economics, neither ^ose effe s o^ 
known causes, nor those causes of known effects w h.ch 

are most patent, are generally the most >™P° ^ * 

which is not seen^is often better worth studying than 

that ‘which is seen’,’’ particularly when one is concerned 

some question of merely local or te„ 

interest’’, but with “the construction of a far-reaching 

^^Speaki'ng^on'he events of 1Q29-30 Professor Robbins 

but in the nineteenth, year of the world crisis . • • T 
dJ.iession (Of 19-)) 1 - ^-arteNi all P-efmg la ¬ 
intensity ■ It 1 ^^=^ l^^en calculated by the International 

Xr r'cthcc that ur . 933 . in the world at large, ^om - 
thing like to mdlion persons were out ot work. There 
,..,vcG,ecn many depress,ons in .nodern “ 

7 X 'X,'r rX'prXsoTl'S 

to compare with this. Lvcii m 19-7 

' PtincipU'S^ p. 77 ^- 

* 'i'hc Grtnt Dtpitssiofi, PP- > lo-ii. 
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had issued a warning that “the danger of unemployment 
being made a permanent feature of our society is much 
more imminent than seems to be generally recognized’’.* 
Several years after the worst, at least, of the war-created 
debris had been cleared from the economic field, the 
new crisis of 1929 came like a distorted echo to mock 
economists who had said that crises were destined to 
grow less acute; and it is probably more than coincidence 
that this depression should have raised so many parallels 
with that of the period when Imperialism was being 
born. If anything of what has been said above holds 
true, an interpretation of these events which is to be 
more than superficial must clearly start from a central 
fact. This central fact is that the field of profitable 
investment for capital is very much narrower than it 
was on the other side of that historical watershed of 
1914-18. It is apparently narrower, less because the 
absolute limits of colonial exploitation have been ap¬ 
proached than by reason of the limits which the very 
tensions created by Imperialism impose. During and 
after the war colonial nationalism became a powerful 
force; and in significant directions the bonds of Empire 
are looser, or at least are stretched much nearer to 
bursting point, than they were before. The remarkable 
expansion of productive forces in Asia and America was 
an outstanding feature of the gigantic world-investment- 
boom of the quinquennium, 1925-29. In U.S.A. be¬ 
tween 1922-29 the output of capital goods rose by 
70 per cent., and that of non-durable consumption goods 
by only 23 per cent.; the output per worker in manu¬ 
facturing industry increasing by some 43 per cent, in 
the decade prior to 1929, while at the same time the 

‘ In Recent Monopolistic Tendencies, League of Nations Surveys, 1927. 
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Would Otherwise have entered the held; so that the 
cumulative effect of such restrictions is to overcrowd 
other helds and so to reduce the proht-yield else\\'here 
below what it would otherwise have beend Hence as a 
“solution” for the fundamental trouble in one direction 


it operates by worsening the trouble somewhere else: 


it is a “beggar-my-neighbour ” policy, 
the brunt of this has been borne by “ 


Partly, of course, 
small business ” as 


contrasted with “big business”—by the “small capital” 
which inhabits the non-monopolized or less restricted 


territories. At the same time it has probably not been 
without its effect on the larger units of hnance-capital 
as well. Moreover, this very curtailment of the invest¬ 


ment-field within the monopolistic areas sharpens tlie 
passion for capital-export to outside areas; since such 


export is both the only outlet for surplus capital and the 
necessary condition for maintaining the monopolistic 


regime. 


In these circumstances it is hardly surprising, quite 
apart from the agricultural crisis (which seems to have 
had partly separate causes), that the great investment 
boom of 1925-29 should have broken against the sharp 
edge of fundamental factors such as these, which under¬ 
mined the level of profit in expectation of which the 
boom had been built. What Marx termed “over¬ 
production of capital” inevitably manifested itself in 
an acute form. The sudden cessation of investment, 
both international and domestic, started the galloping 
paralysis of 1930 and 1931. And once the slump had 
started the dominance of monopolistic restrictions seqms 
to have accentuated and prolonged the result. In 
particular, it seems to have been responsible for vastly 

* Cf. Robbins, op. cit., pp. 65-8, 131-2. 
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nobs and to undermine the supremacy of the la‘«b a 

a measure of tariff autonomy, for instance, has 
^ T r \vk;w> rhp mineral wealth oi 
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colonial super-profit is a further • 'hat he J 
growth of monopolistic restr.ctions 
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increasiMR th<= purely material rvastage uf thia depre^aaion 
and for'rhrowt'ng the burden of the 

Cmp oTment and under-employment. Tins reamc.tve 

“boZe took place not only in the form of fore,gn 
made mstrietions, which caused so drast.c a shrinkage 
of the export trades and wh.ch still rema.ns to choke 
the limited recovery of the past four years but m the 
form of cartel- and trust-control of prices,■ designed to 
mamtl the rate of profit on capital. To maintain price 
involved restricting output ; and this was responsible tor 

transforming the crisis to such an abnormal extent 

rr oT of excess-capacity and unemployment, with 

Its prodigious wastage of both man-power and machine- 

'’Tf^the extension of the investment-field through 
colonial exploitation is blocked, and unexpectedly b ocM 

rhe problem of T^ fl^lfal fmmeHy 

3 .TforfiV^investment must either lie ^e and 

htbeen' “ggesmnt: r\r'’:re only' two 
ways by which monopoly-capital can 

se- Either by cheapening labour-power and squeezing 

some intermediate strata at home or by 

deepening the field of exploitation open to it abroad. 

1 Fo, «ampl., m German, (wtisre “H"/:r'r„dS.bal 

fall in price of cartelhzed ^ between January 1929 

raw materials and semi-rnanu non-cartellized 

and January 1932 was ^ ^ been 

goods as much as 50 per cent. producers’ goods has 

•irtrrISr .r'i.r PH * o.'-mmers. sood.. o, 

Nations, World Economic Survey, i 93 '- 3 ^> PP- 
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If checked along the latter route, it has no alternative 
but to revert to the former. Thwarted of its easy 
opportunities abroad, it is thrown back upon an intensi¬ 
fied monopoly-policy at home; a policy of maintaining 
profit at the expense of small producers, small rentier and 
middle class elements who may be easily squeezed as 
income-receivers or as consumers, and by cheapening 
labour-power—as a recent writer has put it, “smash(ing) 
that last stronghold of rigidity, wage-rates It might 
seem that the latter presented no serious problem in 
view of the large army of unemployed which exists in 
all industrial countries. But the “reserve army” must 
not only exist, it must be capable of being made effective 
for the strategy for which it is intended. And here we 
are confronted with this significant difference between 
the position to-day and in the classic days of the early 
and mid-nmeteenth century: namely, that in so far as 
labour has developed to-day strong defensive organiza¬ 
tions capable of resistance, the old classic law of the 
industrial reserve army” fails to operate unaided. 
This, indeed, is the crux of the complaint which has 
been on the lips of the majority of economists since 
1920, when they have spoken of the need to reintroduce 
“flexibility” and “plasticity” into the limbs of the 
economic system, and in particular into the hbour 
market. To-day recourse to this device requires extra¬ 
ordinary measures extraordinary measures to break this 
resistance of which nineteenth-century liberalism scarcely 

‘ Fraser. Great Britain and the Gold Standard, p. nc The 
connection between thwarted colonialism and intensified ‘‘intenTal 
monopolization is pointed out by P. Braun in Fascism Make or Break- 

to r colonial monopolies, finance-capital tries 

demlnd n "^cnopolies in its own ‘mother-country ’ it 

demands all the more monopoly or extra profits at home” (pp. g-jo).' 
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The two movements of recent years which most clearly 
have their roots in the post-war maladies of capitalism 
are Fascism and the disintegration in the position of wide 
sections of the so-called “middle class’’. Between Fas¬ 
cism as an ideology of political and economic nationalism 
and Imperialism as a system characteristic of an epoch 
there is an evident connection. But the precise character 
of this connection, while it seems plain enough in its 
essentials and increasingly plain as events proceed, is 
not always even now appreciated. The events of the 
past few years afford abundant evidence to support the 
view that the historical role of Fascism is a double one. 
First, that of breaking and disbanding the independent 
organizations of the working class, and doing so not in 
the interest of the “middle class’’ or the “small man” 
but ultimately in the interest of Big Business. Secondly, 
that of organizing the nation both spiritually by intensive 
propaganda and practically by military preparations and 
authoritarian centralisation for an ambitious campaign of 
territorial expansion. True, it employs for these pur¬ 
poses particularly for the former—a unique demagogy of 
radicalism , yoked to a highly modernized propaganda- 
machine, and seeks to build a social basis for itself in mass 
organizations created around these demagogic demands. 
This, indeed, constitutes a distinctive characteristic of 
it as an historical movement. But the “revolution” 
when it comes is at most a “palace revolution”, and 
once the Fascist State is in being it is the masses, not 
Capital, which are regimented, and the radical programme, 
not surplus-value, that is jettisoned. If the Corporate 
State has economic significance, other than as a means 
of controlling labour-disputes, it would seem to be as 
machinery for giving State sanction and support to a 
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more complete and rigid monopolistic organization of 

"Burthe connection between Fascism and colon.alisrn 
is not simply that the latter figures as an 
product of the former. The connect,on 
fundamental, and concerned not merely with the results 
hut with the origin and social roots of this movement, 
ftsdsm has been called a child of crisis. In a sense ,t 
is but the aphorism is too simple. It is child of a spec'^ 
sort of crisis, and a complex product of special feature 
of that crisis-, namely, a crisis of monopoly-capitalism 
which derives its special gravity from the fact that the 
;t,em finds the road blocked for it both to an extensive 
and a more intensive development of the field of ex- 
nlo.tation '^ 'Fo break through these limits novel and 

Se tlal measures-measures of political dictatorship 

-become the inevitable orders of the day . If one is 
summarize shortly the historical pre-conditions of Fas¬ 
cism one can speak, I think, of three factors as pre 
eminent: a despair on the part of CapUal of tading^a 
normal solution for the impasse created by the limua on 
of the investment-field ; considerable and 

•■middle class” or dkla^se elements, ripe, in 

Fascist creed; and a working class, privileged enough 
anT^rong enough to be resistant to normal pressure 
on its standard of life, but sufficiently disunited or non¬ 
class-conscious (at least, in its political ''^^^ership) to be 

attack The first of these conditions is most lik y 

Cl. such (oci.... --<1 «■ 'nmi'to! 

l,,,,-. Urns. Houi. to 

G. Siilvfini.ii, Lhidrr the Axe of Fascism . etc. 

* ( ’f nhove. PV>. 126 . 
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be characteristic of an imperialist country which is 
thwarted of the fruits of colonialism on which it previously 
relied. With regard to the second and third conditions: 
it will clearly be those middle strata, previously nourished 
directly or indirectly on the imperial connection, which 
will most acutely feel the pinch of such a situation; and 
it will be a nation whose economy has previously rested 
on colonialism which is most likely to have produced an 
aristocracy of labour”, with an ideology and a political 
movement corresponding thereto. It is clearly more 
than mere coincidence that the classic homes of Fascism 
should be in two countries which were so evidently 
thwarted of their colonial ambitions by the outcome of 
the Great War; as it may well be also that similar 
tendencies should first strike their roots in Britain, the 
original cradle both of parliamentary democracy and of 
trade unionism, simultaneously with the first serious 
appearance of “middle class unemployment” ^ and of 
portentous signs of a decline of Britain’s position as a 
financial and exporting centre. This presumption is 
strengthened by the actual association of elements in 
the policies of Fascist States to which we have referred 
While the first chapter of Fascist policy has been to dis¬ 
band the trade unions, the second chapter has consisted 
of revived military conquests and colonial acquisition. 
Ihe political and economic nationalism which forms 
the pattern of Fascist ideology is a nationalism of Empire 
units and racial hegemony—a dream of reconstructed 
not of liquidated. Imperialism, as some have maintained’ 
Indeed, the economic policy of Fascist States repre¬ 
sents the essence of Imperialism as we have attempted 


Cf., for example, the Report of the 
rgsp-so to 1934 - 35 , PP. 29-30. 


University Grants Committee for 
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Mo’ui'ng "rt 

regiirnted and its exploitation mtens.fied, 

l:lLX'::rn and . even co.ptdsosU, 

ntposed and maintained. Extetna trade 

Tade n Svour of the conntry; and wh.le tariffs and 
nla-restrictions raise the price-level at home export 

is frequently subsidized in an open or conce 

X, he same time the Fascist State is fired by a lu t for 

Lrrtorial expans.on, not only in the d-et.on - 

S advantage tabes pr^e of place e«n .c.s.ve pla. 
Mongoha, Germany a 

Morocco "• ™ Baltic States, Austria and 

:^rBla^ Clo^e oT^he heels of territorial ambition 
“earmament, and with rearmament the orgamzauon 

of the national economy on a virtual war-basi 

dmecontrolsandwar-timemflationaryfinance. 1 hestage 

1 A year aao the Eco«omi>, aAe 

followinK changes m economic i producers' goods (mainly 

the end of 1935: an increase m the as against 

under the stimulus of rearmame J 3 ^ ^ 

an increased output of consum workers of 5 cent., and an 

in average hourly wage-rates j- cent., against an 

increase in the total wage- f ^ April i8. 

increase in production (m va ues tendency to decline, the cost 
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is more clearly set than ever before—the curtain is even 
already raised—for a gangster-war to repartition the globe. 

But there are characteristics of this latter-day develop¬ 
ment which are already exerting an influence on the 
social structure in the home countries of so radical a 
kind as to constitute a political landmark of no small 
importance. I refer to the disintegrating effect of recent 
economic events on the various middle strata of the metro¬ 
politan economy. The economic position of these strata 
has many links, direct and indirect, with the colonial 
system; and with any shrinkage of colonial super-profit 
this position, which was previously one of considerable 
privilege, becomes immediately insecure. But it is also 
to a large extent these strata who are adversely affected 
by the new stage of intensified monopolistic development 
in the home country, in particular by the increasing 
emphasis on the purely restrictive aspect of this develop¬ 
ment, such as economic nationalism and the paralysis of 
foreign trade, price-control by cartels and restriction- 
schemes, which are apt to bear with special heaviness 
on the small producer as well as on the consumer. That 
the increasing radicalization of large sections of this so- 
called “middle class”, which we are witnessing to-day, 
and their willingness to align themselves (for the first 
time since 1848) with the proletariat in an organized 
“people’s front” of “the left” is connected with a 
fundamental modification of their economic position in 

20 per cent. (Cf. Dept, of Overseas Trade Report on Germany, 1936, 
pp. 229-31; also Economist, January 26 and July 13, 1935.) The in¬ 
tensive rearmament activity accounts for some two-thirds of the output 
of the producers’ goods industries (as compared with one-fifth in 1928) 
and has apparently only been made possible by rationing of metals and 
by the prohibition of new investment and construction in a whole 

range of trades such as textiles, paper, steel tubes, lead, cellulose radio 
(D.O.T. Report, pp. 83, 84, 121.) 
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contemporarv society, is a suggestion to which too little 
attention seems to have been paid. This ‘“dency of 
previously privileged strata to pass over ' 

basl for a new and wide popular unity m opposition 
to monopolv, is strengthened by the tact that ® 

mechanism’of capitalist society is increasingly evident 

as what it really is. .^s the 

so economic reality breaks through ^ 

This is no accident easily to be repaired. It is becau e 

the svstem operates in such a way as to have plainly 

written on its face what its motive is. The very remedies 

to which it has recourse increasingly betray its character 

° beuav It as a svstem •' built upon compulsion, restriction 

and monopolv” and levying tribute on the peoples of 
world; as a “mean and malignant” system which 

iettisons industrial and social progress in 

interest of one little order of men . 

One IS hardly stirprised to find that, contrasted wtth 

the twerw helming evudence of fact as to the true nature 
of Imperialism, the ideology ot Imperialism should 
represent reality m an inverted loim. In the past th 
ccLomic basis of the system has been concealed by a 
political idealism which has represented the aims f 
Llomalism purely in terms of the passion lor political 

or racial hegemony. But with increasing ” 

less to bnd and to natural resources ot which they r 
starved. This is a plea which has been made tor the 
colonial ambitions of each ot the three "“'standmg^'^ 
pansionist nations of to-day, Japan, Italy and Germany, 
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Not monopoly-rights and privileged.^spheres of invest¬ 
ment. not “the little interest of one little order of men”, 
but the interest ot the w hole people is represi'nted as the 
raison d'etre of this hist for conquest. 'I'o judge by its 
ready acceptance, this explanation is plausible; but it 
does not appear to be capable of withstanding anything 
more than the most superheial scrutin\’ of the facts. 

W 

The plea that a nation needs colonies to give it access 
to natural resources would he more con\ incing if it were 
true that countries were accustomed (apart from war¬ 
time) to refuse to sell to other nationals the produce of 
their colonies, or even to discriminate markedly in the 
price at which they sell them. Of this there is little or 
no evidence. It is not e.xport-duties, but import-duties 
which imperial units are wont to impose. It is markets, 
concession-rights and investment opportunities, not the 
sale of its colonial products, that an imperialist country 
seeks to reserve for itself. If it were true that the desire 
for colonies is to be explained by pressure ot population 
at home, then we should expect that the only areas which 
States struggled to acquire would be those whose soil 
and climate made them suitable for settlement by the 
inhabitants of the mother country. On the contrary, 
the most coveted colonial areas arc frequently the least 
suitable for such settlement; • and mining-concessions, 
to be worked by native labour, are more often the pre- 


To take the case of Africa, as Mr. Woolf has written: -AlRcria 
and South Africa have been in the hands of European States for a 
century or more; they are pre-eminently ‘white men's countries'- yet 
in both places Europeans form only a small minority of the population 
The comp ete failure of Europeans to colonize Africa is shown still 
more plainly in the case of the tropical African possessions of European 
States. In 1914 the four African colonies of Germany had an area of 
930,000 square miles and a population of nearly 12 million; the total 
white population was only 20,000. If we take the four British possessions 
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occupation of the miperiaUst pioneer than homes and 
holdinqs for the unemployed of the home country'. ^ uc 
an explanation clearly has the matter standing on its head 
Not surplus of labour relative to capital, but surplus of 
capital relative to labour-power is the driving-force 

behind colonial acquisition. 

There is another and different interpretation of Im¬ 
perialism to \v 

in conclusion, both because it has gained a certain 
currencv among critics of Imperialism and because it 
bears a'certain resemblance to the interpretation which 
has been outlined above. This is the interpretation o 
the expansionist tendencies of capitalism in terms of 
under-consumption in the home market. Mr. . A 

Hobson, the principal exponent ot this 

the desire for colonial expansion to the act that tre 
business interests of the nation as a whole are sub¬ 
ordinated to those of certain sectional interests that 

usurp control of the natural resources and use them tor 
their^private gam”. But the emphasis ot his theory is 
to show that this private gain consists m access to marke s 
abroad, because of the lack of markets that is caused bv 
the limited consumption of the mass ot the population 

at home. “Whatever is produced m England, he else 

of E.,st AfrK-.. Nyassaland. N.Rcr.a and the 

f nnll on. ,,,, po.ntcd out that Japan s 

Imperialism, ^ ■ p,,rniosi hue in fortv years 

.p.„dy popuLu-J colo,,,.-. Ol K«rc» '''V' 

■f“ '“t c';;:::::!:;::..!;u.bi,po,, 

r;.r .. 

a".’..r.lu' ao- T"nU».'" 

Eriirea moai suitable for European res.dcnee just about , 

{This Have and Have-noi ISimriess, pp. I 
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where writes, “can he consumed in Kn«,dand provided tJial 
the income or power to demand commodities is pioperly 
distrihuted. An intclliuent prot^ressive community 
can hnd full employment fur an unlimited quantity of 
capital and labour within the limits of the country 
which it occupies.’’* 'I’he implication of this view is 
that the pursuance of a policy of social reform and of 
high wages m the home country would he an alternative 
solution for the system, which would remove the necessity 
for expansion to find new markets abroad. More recently 
Mr. G. D. H. Cole has enunciated a somewhat similar 
view, and, applying it to an interpretation of Fascism as 
primarily a middle-class movement, promoting essentially 
middle-class interests and seeking to reconcile Capital 
and Labour, he has written as follows: “Are the capitalist 
autocrats able so to overcome their instinctive opposition 
to working-class claims as to persist in handing over to 
he defeated workers [t.e. in a Fascist State] the higher and 
higher incomes required to afford an adequate outlet for the 
expandmg production of industry.? If they do not, the 
o d capitalist contradiction will recur.” The implication 

dl It'1/^'rT if capitalism were to 

do as Mr. Cole suggests, ,t would be rid of both the eause 

of cconomtc enses and the need for colonial adventures 

Such an .nterpretation clearly depends for most of 

Its strength on the analysis of economic crises in terms 

of under-consumption which has been discussed in an 

is impugnTd^th explanation of crises 

m this particular case. But apart from its logiJ^l coher¬ 
ence as a theory, the decisive test must be its ability to 
generalize essential fact; and of the evidence of available 

' pp. 76-8 et seg. 
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facts which are relevant to its validity there is very little 
to afford a presumption in favour of this hypothesis and 
its corollaries and a good deal to afford a presumption 
against it. In the recent history of the Corporate or the 

Totalitarian State there is hardly an 

to favour Mr. Cole’s interpretation (which he would 
probablv amend to-day) and much to contradict it. 

It does' not seem to be in the lowest-wage countries 
that the lust for colonies is greatest or first born, and 
there seems to be no known case of any important section 
of the capitalist class (other than those who manufacture 
things of working-class consumption) or any capitalist 
State seriouslv treating a policy of raising wages at home 
as an alternative to the sweets of Empire. On the con¬ 
trary. with increasing and surprising unanimity the 
propertied class of all countries, however various their 
attitudes on other matters, seem to unite spontaneously, 
as though prompted by animal-instinct, alike to suppress 
anv serious threat to their colonial dominion and to 
resist anv movement which shows signs of substantially 
strengthening the political and economic position of 
their'workers. It may be said that this is because the 
mstinct of property is persistently blind to its own best 
interest, even when this has been repeatedly indicated 

to them bv vinder-consumptionists. But one would need 

much mo're evidence than any that has been offered to 
convince one that so universal and persistent a con¬ 
tradiction between action and interest can be true, 
truth rather seems to be that while a particular cap^italist 
mav profit if other people pay his customers a handsome 
mcome, he will hardly profit by giving people the money 
with which to purchase his own goods. While, ag. , 

within certain limits. Lord Brassey s principle of 
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economy of high wages” may apply and it will not profit 
even the strongest monopolist to exhaust the source on 
which he feeds, the essential truth remains that the 
rule of monopoly-profit is to give the least possible to 
acquire the most. To invest and to produce in order 
to raise the standard of life at home would certainly 
be, in a socialist economy, an alternative to colonial 
acquisition. For an economy motivated by social ends 
foreign investment might well appear a hindrance rather 
than an aid, in that it diverted capital resources from 
urgent development work at home. But only confusion 
is likely to result from transferring this analogy to a 
capitalist economy, which is in fact motivated not bv 
social ends but by the profit of a limited section of 
society. “As long as capitalism remains capitalism, sur¬ 
plus capital will not be used for the purpose of raising 
the standard of living of the masses, since this would 
mean a decrease in profits for the capitalists: instead. 

It will be used to increase profits by exporting the capital 
abroad to backward countries/’ ^ 

^ Lenin, Imp€rialism (Ed. 1933), P. 58. 
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From this transformation of the property basis it derives 
its specifically social character as a form of production, 
in the shape of a co-ordination of the constituent parts 
of the system by methods more direct than the influence 
of the market. This co-ordination a society rooted in 
what Engels termed the “individual appropriation of 
the means of production” may strive to imitate, but 
can never attain, by reason of the atomistic property- 
rights on which the system rests. As Professor Robbins 
has said, “planning involves central control; and central 
contrdl excludes the right of individual disposal”.^ So 
far as what may be termed the mechanics of each sj^stem 
are concerned (with which the present chapter will mainly 
deal), the essential contrast is between an economy where 
the multifarious decisions which rule production are 
taken each in ignorance of all the rest and an economy 
where such decisions are co-ordinated and unified. 

In face of the revolutionary threat to the capitalist 
order in the post-war years, a theoretical counter-attack 
on socialism developed from an influential quarter. This 
had some influence on the Continent, and more recently 
has exercised a limited influence and stimulated a con¬ 
siderable body of discussion in this country. The attack 
was uncompromising enough. Gathering implications 
and hints from earlier writings. Professor von Miscs, of 
Vienna, declared it possible, as a direct corollary’ of 
economic theory, to demonstrate the a priori impossibility 
of socialism, on the ground that in the absence of the 
valuations of the individualist market, economic calcula¬ 
tion and the reign of economic rationality must disappear. 
For all Its parade of superior rationality, socialism must 

P/I,W„„o„,P/e„ „ No 
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in tastes and in demand. 1 he difference in this respect 
between socialism and capitalism is no difference of kind 
but only a difference of degree from the changes in dis¬ 
tribution of income which are occurring every day. Such 
a change in data will leave the equations themselves, and 
the nature of the determining conditions unchanged. As 
for the disequilibrating effects of uncertainty: the essence 
of these will be the same so long as acts of God and the 
incalculable incidence of technical discovery are with us 
and consumers’ choice with its vagaries remains un- 
regimented. In this way the “problem of production’’ 
IS abstractly separated from the “problem of distribution’’ 
and socialism declared (as J. S. Mill originally declared 
It) to be predominantly concerned with the latter. As a 
system of production and exchange a socialist economy 
must not seek to behave in too dissimilar a manner from 
a capitalist economy, even if, in the former, organizational 
forms and property-rights, and with them the distribu¬ 
tion of the product and the social ends which production 
serves, are radically transformed. Consistently with this 
view, most of the socialist critics of Professor Mises have 
argued, in one key or another, that a socialist economy 
can escape the irrationality which is predicted of it if 
but only if, it closely imitates the mechanism of the com- 
petitive market and consents to be ruled by the values 
which this market affirms. What this view seems to 
overlook is the full significance of the difference between 
socialism and capitalism, and in particular to fail to 
appreciate the crucial significance of a planned economy 
as consisting in the unification of all the major decisions 
which rule investment and production, by contrast with 

of calculabihty of events in the one which are incalculable 
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result in chaos and in the rule of unguided bureaucratic 

whim. “In place of the economy of the anarchic 
method of production, recourse will be had to the sense¬ 
is output of an absurd apparatus. The wheels will 
turn, but will run to no effect. . . . There is only groping 
in the dark."' Similar, if more guarded, views were 
being expressed simultaneously by Brutzkus in 
In 1920; and in less dogmatic form the doctrine been 
reproduced in this country by Professor Hayek and 

Professor Robbins.- 

Whether traditional economic theory can 
imply any such corollary has been a subject of 
able dispute; and there seems little valid ground for 
supposing that the subjective theory of value even 

its most uncompromising form can sustain any sue 

conclusion. But there is a more subtle °f 

traditional economic doctrine which has gained muc 
wider acceptance, and has even been adopted 
without question by most of those who have a p 
the challlige which Professor Mises threw down. I 
is the implfcation that in essentials the same econo^c 
laws must rule in a socialist economy as rule in a capnahst 
economy, so that the economic problem must have the 
!Le general shape and be handled by similar mechanisms 

^he^wo systems. A difference in the distnbuuon of 
income, it is said, merely represents a change ot data 
which has precisely the same sigmhcance as any chang 

> Mises in Collectivist Econ. Planmng, Ed. ^''socialism; 

3 T Mist'S Dit’ Gerrieinxvtrtschoft, trans. . ■ 

c. Mises. JU c "k. B Brsifikus. Econ. Planning in 

Collectivist Econ. Planning, Ed. Hove . • p 

'f H D Dickinson in Econ. Jotirnal, June i933» 

rre; Sin oc.»u., .,,,4; o. La.,sc. , 6 ^. 

Sclober ; L. F. M - Dwlvn .n Ecn. Journal. December .«<■, 
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in the other, tvith a consequent difference in the shape 

which events tend to assume. 

changinq world in which there is perfect certainty 

as to the future must, of course, remain a figment o 
the imagination, even if it is an ideal norm ration- 

Inty IS always striving to attain. Events which he mos 
expert and far-sighted must fail to foresee will always 
oc?ur to deflect the path and introduce temporary dis¬ 
equilibrium until a readjustment can be made, ^orma'ly 
cLsidered, such unforeseen changes belong to what one 
mav call the theory of displacements and introduce no 
novel element into the statement of economic laws. I 
such displacements occur at a faster rate than readjust- 
r^el can operate, then the system can get progressively 
Turther away from its “normal” path as time proceeds, 
as the writing of Tristram Shandy’s autobiography 
got further from its conclusion as his life progressed 

Lidence, they are likely to be discounted ahead, and 
to pass over from the unknown and unforeseen to 
the probable and partly anticipated. But while such un¬ 
foreseen displacements of data will cause maladjustment 
when they occur, they need not give rise to an oscillation 

Wheneve™there is an unforeseen element, the expecta¬ 
tion as to what is likely to occur will, of course, be a factor 
shaping what occurs before the displacement and helping 
o sl^^ne what happens after it. But, as was suggested 
a° the close of Chapter VI, it is in an individualist economy 

acquires its unique importance, by reason of ^e peeul 
mLhanism of such an economy; just as the theory 
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frictions assumes the special form which was discussed 
in the same chapter because of the characteristics of an 
individualist system. The “automatic adjustment” and 
“rule of rationality” which is held to be the special 
virtue of a competitive market can only operate through 
the influence at price-cliangcs after the event. Each set 
of events occurs as a result of decisions taken in blindness 
to other decisions and hence on the basis of guesses as 
to what their joint outcome will be. Only after these 
decisions have been embodied in action will the resulting 
price-movements afford evidence as to the facts of the 
total situation and so furnish an automatic corrective.^ 
But where decisions have to be made some distance 
ahead of the market-events into which they mature, as 
is particularly true and probably increasingly true of all 
acts of investment, this corrective of resulting price- 
movements may not occur for some time, perhaps for a 
period of many years. In the meantime, guesses have to 
serve for knowledge, and mistaken decisions continue 
to be made and embodied in action. Moreover, once a 
decision is made and embodied in a durable act of in¬ 
vestment, a revision of the decision may not be quickly 
possible and the legacy of the mistake may persist in 

the resulting maladjustment for years and decades_as, 

for instance, railway construction, mine-sinkings, town- 
planning (or the absence of it) bear witness. Such time- 
lags will give opportunity for the original guess to be 
magnified m its result, and for extensive and devastating 

’ Cf. E. !•_ M. Durbin in Econ. Journal, December 191c Under 
cornpetit.on the entrepreneur “is unaware of the reaction of hi. ^ 
pctitors supply to the change of nrice whirK ■ ^ ^ coni- 

.horn, and al» „f .Ke cllcc, tn IZ-pTi™ of'Il,""’'"”! 
of on,p„,. ,hcsc condition. t 

the correct lon^-period adjustments” (p. 704). 
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fluctuations to arise. Competition necessarily tmplies 
not only diffusion but also autonomy of 

and it 'is the separate autonomy of individual decisions 
which produces these results. If it were possible as some 
desire for a socialist economy to imitate such competitioi 
and i s' automatic” adjustments, this system must neces- 
“riirinhcnt also the tendencies to disequilibrium and 
fluctuation which are the prodtwt of 

pTai.aTngTm a'capitalist system cannot 
p,:tlv because s'lich ”planning” * 

haX^d to existing monopoly-interests as current ex- 

riding tne r marrying 

means nothing at all. i nose 

collectivism to economic anarchy must, at ^ny rate, n 
pretend ihat the progeny of this strange match will inherit 

only the virtues of its ill-mated parents. 

wf have said that by an economic law one must rne^ 

a generalized description of how thinp ^ 

in the real world. If this is our meaning, then it shou 

- wfo^h r 

rcZniv IS based on an abstract f^^t 

certainly (save for certain objective d-sp aeem nt I 
where neither frictions nor expectations a ' ■ 

.ppreeiable influence. ^l.^rehed 

to the stiUenicnt 

without linie-lahles, each engine-driver being ‘ 

mmis. would operate m a similar manner to a planned 
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railway system as we know it. In the former, it is true, 
some form of traffic^eqiulibrium would tend spontaneously 
to emerge. But it would do so only after the occurrence 
of accidents and congesting delays had exerted their influ¬ 
ence, and after the various shifts and oscillations incidental 
to eventual adjustment had worked out their full effects. 
After a series of accidents and congestions at crowded 
bottle-necks at times of competition for the larger mid¬ 
day traffic, a series of fluctuations m'ght well develop, 
there being for a time an alternate rush of drivers to 
midnight and back again to midday-times in the alternate 
belief that one or other was the less crowded part of the 
day, or similar fluctuations between competing for the 
Scottish traffic or the Dover boat-train traffic, and so 
forth. To make the analogy closer one needs to suppose 
that a driver cannot alter his time and course at a moment’s 
notice; but, like motor-coaches on the roads, must an¬ 
nounce a programme of running for a year and sometimes 
years ahead. Eventually, no doubt, some sort of stable 
distribution of traffic would result—a sort of spontaneous 
time-table forged from experience and embodied in custom 
and tacit understandings. Yet any such equilibrium that 
was reached would be essentially an unstable one; since 
any shift of demand, or the opening of new lines and the 
c osing o o ones, or a change in the power and speed 
o locomotives would reintroduce the influence of un¬ 
certainty and the fluctuating effect of expectation.^ 

divMLt™rw-ll^'eTdfo h'' “mistaKe” ,n an ,n- 

w.ll have a ranlm Td '"a expectations 

their effects. But it i^ « f r r largely to cancel out in 

reasons, mistaken expectationT'of a ' ^ variety of 
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Every decision by an entrepreneur with regard to pro¬ 
duction is in one sense of the word an act of investment. 
But when one speaks of acts of investment as of pre¬ 
dominant importance in determining, on tlie oM hand 
the nature and extent of iluctuations, and on the othe 
hand the long-period path of development. 
investment In fixed capital-to construction of durable 
plant and equipment. In the theory of profit-expectations 

This IS of major importance, both by reason of he bnger 
“period of gestation” of such acts (to use Mr. D. H. 
Robertson’s phrase) and the durability of the resuln 

In addition to such factors as demand and 
course of technical invention, such decisions will depen 
for their “correctness” on four mam types of fact, w 
regard to each of which, in an individualist economy the 
individual or individuals who make the investment e- 
cision are partly or wholly ignorant: first, parallel 
rival acts of investment which are being made simu - 
taneously, or will soon be made, in the same line ot 
production or in competing processes; secondly, acts o 
investment which are being made or will he mad 
complementary processes (e.g. m subsi i y y 

product industries, transport or power facili les ■ . 
thirdly, the amount of saving and investment which 
being currently undertaken throughout the economic 

aLumulation (and hence of the rate of interest) over the 
period of economic life of the fixed capital in question. 
The results of ignorance of the first se 

will be a coincidence and a rarity. 

278 



ECONOMIC LAW IN A SOCIALIST ECONOMY 

r, in the shape of the competitive tendency 
to over-investment in certain industries during the opti¬ 
mism of a boom. The tendency in the case of a fluctuating 
demand for investment to respond to the “ peak ’ ’ demand, 
so that the industry is loaded with plant and equipment 
which is partly derelict most of the time, has frequently 
been emphasized. E.xamples consist in the chaotic 
duplication of railway facilities, the frequent overlapping 
of public utility services, the mushroom growth of 
shopping and entertainment facilities in new urban 
districts where (in respect to shops at least) the rate of 
mortality of businesses seems to be extraordinarily high. 
But another aspect of this—its effect in leading to under.- 
investment which is also an effect of the second type 
of iterance seems to have received less notice and its 
significance to have been under-estimated. The fear lest 
rivals may cut in and seize the fruit of an investment 
may exercise an important deterrent effect, particularly 
where costly minimum units of investment in durable 
plant are involved. In the case of new inventions the 
danger of this deterrent is met by conferring a temporary 
monopoly under the patent laws. But the same danger 
may exist in the case of any large-scale investment; and 
examples of it are doubtless more important than we 
are generally aware since they are not brought to our 
notice as are the results of over-investment, which force 
our attention. Here again, transport and power facilities 
seem to provide the most evident examples. A par¬ 
ticular case is the unwillingness railway companies have 
shovvn to electrify suburban railway services round 
London on the ground of the risk which existed of the 
mvestment being reduced in value by the construction 
of rival facilities by some other authority, such as tram- 
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.vavs or tubes An example of the effects of the second 
tvoe of case is probably to be found in the primitive de- 
v^opment in this country of the complex of processes 
for c^oal-utihzation, many of which depend mtima e y 
other complementary developments; or again the fa 

bcatiorbeca^se each firm in the industr,^ is reluctant 
to move and suffer the loss of nearness to subsidiary 

.ndustnes or processes, while 

has already moved. Each waiting upon the other results 

'"B^lrfs^gnorat'ctmore genera, facts of our rh.rd 

and Ihrsignfficance of which is the least -derstood^ 

the time to which they refer: they have been separated 
here merely because,’ while both are re evant to the 
dt'nbution^' of investment in ‘^e -mmediate pre.n 

lough I'lh Tasl Cledge 

Tbir otalituation is vital to the individual decision 
bel.se it is on the total of present and future ijestmen 

and the level of demand appropriate to each indit.du 
case depends. To illustrate this connection let us sup 
pose .h« certain investment decisions m an industj^y 

Lie been made on the basis of the CMpcctation that the 

aggregate volume of new investment and its approvimate 
dlribulion would be the same during the ciirten and the 

ir- It; it hid been over the immedialtl) pre 
LdlML 1 us suppose that its total volume 

L ; / M P itt/Tiitfr Transport ProhUm, pp. 47-^- 

* Cf G J Ponsonbv, London t ossen^t i 
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actually increases in the current and ensuing years, both 
because the total national income is larger and because 
there is a general tendency to consume a smaller pro¬ 
portion of income. Then lour principal changes will 
occur in the data on which the original investment- 
decisions in the industry in question were based, decisions 


which are now irrevocable (in the main); first, owing to 
the changed level of consumption which probably makes 
the demand for their products smaller than was expected; 
secondly, owing to the increased investment and later 


an increased and cheapened output of goods in other 
industries, which again will tend to modify the demand 
(perhaps increasing it, perhaps decreasing it) for their 
particular products; third, owing to the eftcct of in¬ 
creased investment and construction on the level of costs 
in general, which will probably make the costs of produc¬ 
tion in this particular industry higher than had been 
anticipated; finally, there is likely to be some change in 
the demand for the products of this and other industries 
owing to a changed distribution of income as a net result 
of these changes. Indeed, if one approaches the matter 
from this angle, it would seem to become increasingly 
clear that a very considerable part of the demand- 
fluctuations which figure in so many discussions as an 
unavoidable accompaniment of free consumers’ choice 
are actually the result of altered distribution of income 
produced either by fluctuations or by changes of this 
type which are uncertain in an individualist system. 

A particular example of this, of considerable signifi¬ 
cance, is the demand for all products of the constructional 
trades. This demand depends directly on the total 
volume of investment. It is a demand which is peculiarly 
fluctuating, since the rhythm of this fluctuation is derived 
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in an exaggerated form from the rhythm of 
industry as a whole. Uncertainty as to what this demand 
will be, combined with the fact of fluctuation, imposes 
a heavy cost on these industries in view of the iMbili y 
to adapt productive equipment to demand which takes 
the shape of a recurrent excess-capacityd It has recently 
been suggested that this is a powerful reason rendering 
the “financial optimum” (when uncertainty is flowed 
for) much smaller than the “technical optimum in the 
steel industry, and preventing steel plants from being 
constructed on the most efficient scale. An investmen - 
programme which was constant and knowable in advance 
could remove both this fluctuation m demand and the 


""""irmigS’ at first sight seem that facts of our fourth 
type— changes occurring in the future—are not relevam 


type ---Q ^ 

to the correctness or incorrectness of a previous invest¬ 
ment from a social point of view-from the standpoint 
of “social production” or the collective interest-but 
relevant only to the profit which the capita ist can 

eventually obtain. But this is not so. And it is 

this is not so that the investment problem of a socialist 


1 Cf. "A Chang, (tom 3 to 6 per cent, in ,h. ootpo. o( the “mt^tlitr 

goods need not result m over pro u Fowler Depredation of 

qualification only holds d the rate of in¬ 
crementation of investment is controlled so as to slacken o 
decree to which the replacement-demand for equipment i 
by the new construction-a not impossible, but an a planned 

investment-programme it becomes economic to build plants ot the 

of Magnitostroi and Kusnetskstroi. 
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economy would conform to a different principle from 
that which rules in a capitalist economy A socialist 
economy would clearly be ruled by the aim of augment¬ 
ing its capital construction at a more or less rapid rate 
until the saturation point” of capital-equipment was 
reached that is, until no further gain in productivity 
would result from using labour to embody itself as 
stored-up labour”; where only the use and maintenance 
or replacement of existing plant and equipment took 
place; and where the whole current net output of labour 
could accrue to labour as current consumption.^ If 
perfect foresight were possible, the interest of the 
socialist State would lie in planning its investment 
programme so as to make the progress of construction 
and technical innovation follow a smooth path of ordered 
development into the future until this ideal goal of capital 
saturation was reached. Actually, perfect foresight would 
not and could not exist, and any construction-programme 
sketched over the future would be subject to various dis¬ 
placements as unforeseen events occurred. But to the 
extent that it was able to sketch an investment-programme 

over a period of years into the future, it would to that 

extent substantially alter the “investment-pattern” in each 

year as compared to what this would be in a capitalist 

society where no such degree of certainty with regard 
to the future was possible. 

To make this difference of investment-pattern clear, 


‘ Of course so long as technical discovery continued this ooint 
would probably never actually be reached; but it would continLlly 

cfselv^SSL^e^ T approached. The point can be more pre- 

cisely defined as that where the additional product resulting from an 

a dinonal application of labour as “stored-up labour” is equal to that 
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. realize that from the standpoint of a socialist 

n™ ral figures in a capitalist — ^a proHem_ 

ir.:^arrp::rnry%’::r™^^ 

various types ^';X^o^partICute^^^^ 

different points of tim . y 

of time is ‘ ' P°'" f i, i„ fin,shed consumption 

goods. Broadly speaking, this means the m^nej^^^^ 

r,::rt:'afbr;SaHo.ncco^g m 

of the means of production ^ J completed 

whicrwai"Tully completed and in use until ten 

■:::iustr,es hm e d,«emm 

umr.::;!. a 

various elements n are^jo 

r milr, :::on as fimH .orm, 

- I:—- ■- ■" 
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partial ignorance ot all the rest, and hence at any one 
time will be inconsistent with one another (save by very 
rare coincidence)—inconsistencies which can only be 
subsequently corrected by jerks in development, and 
probably by jerks productive of fluctuations. In other 
words, the proportion of the national income which is 
saved, the proportions in which consumption goods 
and constructional goods are produced,^ the balance 
between industries of different technical levels, and 
the distribution of constructional work between projects 
of different types in respect to their relation to the future 
are all intimately dependent on one another—logically 
they are separate facets of a single decision concerning 
the distribution of labour in production. The present 
output of consumption goods, and hence the level of 
real wages, cannot be decided independently of know¬ 
ledge as to the productivity of additional “stored-up 
labour” devoted to increasing output two, three, four 
or five years hence; and whether to start constructional 
work designed to mature into final output in three years’ 
time or five years’ or ten years’—cannot be properly 
decided without knowledge as to what the total output 
of consumers goods will be in those future years and 
how many other projects designed to mature in those 
years are likely to be launched next year and the year 
after, and so forth. These things can no more be 
decided separately than a housewife on going into the 
market can decide how much of her housekeeping money 
to spend to-day and how much to spend instead to-morrow 


proportions of the national income 

sLTnll "Z investment (and 

mZt AcTmi i-’cluding repair and replace- 

mo setstfde^’ here-merely that the 

two sets of decisions are dependent on one another in a major degree. 
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or next week until she has seen what prices rule in the 
market and what range of alternatives confront her. 

In a capitalist economy there would seem to exist a 
prevailing tendency to under-estimate the effect of capital 
accumulation in the future in lowering the rate of interest. 
To the extent that this is so, there will be a constant 
tendency to ozier-invest in projects of a type which yield 
the prevailing rate of interest, and hence are appropriate 
to the situation of the immediate moment, but wil be 
inappropriate in the near future and partly obsolete, 
owing to the fact that the future, being richer in capital, 
will be in a position to utilize equipment of a more 
“advanced” type.^ This tendency is probably strength- 

' It is essentially for this reason that the essence of socialist producuon 
cannot be attled so long as the two aspects of “sav.ng;’ dec.s.ons 
governing the level of consumption) and “investment (decisions 
?e!ating to actual constructional work) arc separated, and each rnade 

"'“ oklly. connected by V'e'"'s"ctTf 

suggested could persist under socialism. True, such a loan rate. 

connnually adjusted, mighfeventaally 

equilibrium between the two sets of decisions, only tardily and 
post facto corrections of mistakes and fluctuations, ^or example, if each 
Industrial manager wore left to compete for as much capital a 
he could productively employ at a given loan-rate, he might ^ 

c:n“L.ion.l protect, in rpnorcn.c of «ha, was ^ 

and only later after his and others’ actions had reacted on the loan rate, 
^uld he discover h.s mistake. Moreover. ,f a socialist economy were 
to adopt the pricing-system and the decentralization 

acteristic of capitalism, there is no reason why it should J^ ^e subject 
to the same sort of instability as was discussed at the end of Chapter V ^ 
;^,.,b“,Tdu°" espccally ,o the fact ,h., profit, (and hence dennar^d 

¥he reasons to, th.ninnp so arc n.ote full, d.scusscd ,n an atbcle b, 
the present writer in The Economic Journal for December 1939 - 

. O, what the Austttans tenn "longer" or "naore roundabouJ^_ 

methods of production. I am speaking here on y o 

creasing capital accumulation in a constant state of technical knowledge 

and o? obsolescence of older methods due to this. Obsolescence arising 

from new technical discoveries is another matter. ^ 
inventions will tend initially towards a reversion to shorter 
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ened by the wish being father to the thought: the desire 
that the return on capital shall not fall refusing to admit 
such a fall to the extent of refraining from investing in 
projects which, according to available signs, promise a 
higher interest-yield. Moreover, the same reason enters 
here which in a boom will cause an industrialist to 
expand his production even if he realizes that the market 
is being overstocked and that prices will eventually fall: 
namely, uncertainty as to the exact time-incidence of the 
fall, creating the possibility that he may get into the 
market first, combined with the knowledge that any 

action of his own will exert a negligible influence in 
determining what occurs. 

The result of this will be a tendency to continue in¬ 
vestment in a particular type of capital too long and too 
late, beyond the point where the actual situation (in 
particular, the volume of capital maturing or in process 
of inauguration and the future movement of real income) 
requires that a transitioh should be made to investment 
in a different type with a low'er interest-yield. As capital 
accumulation proceeds and traces a path through suc¬ 
cessive types of investment, there will be a continual 
tendency to over-invest in each type through blindness 
to the total situation and to future movements in real 
income and in interest-rates. The result will be a more 
rapid rate of obsolescence and wastage of plant and 
equipment than would otherwise be the case, most 

164 6 ‘^nd Invest. 

went pp.164-6.) But even m the case of new technical discoveries a 

socialist economy, with planned industrial research, abolition of secret 

research and processes, etc., would doubtless be in a better position to 

forecast them and hence to discount their effects in advance • even if 
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markedly at points of time when technical transitions 
from one investment-type to another occur, leading to 
jerks in development—jerks tending to give rise 
to exaggerated fluctuations owing to the relative 
over-investment in the more obsolete types, due to 
yield output at a certain point in the future and 
corresponding under-investment in the newer and lower 
interest-yielding types, particularly m those vvhich are 
due to yield output at a somewhat later point of time 
in the futured As a consequence, the rate of develop¬ 
ment will be continually retarded through time. But 
even if it is not true that a capitalist economy will have 
a persistent bias towards unJer-estimating the future 
decline in interest-rates (and it is true that even i it 
does, this fact may be partly counterbalanced by the 
effect of under-estimating new technical discoveries), it 
will remain true that, being largely blind to future 
movements of investment and saving, such an economy 
will tend continually to make mistaken investment- 
decisions in one direction or another—mistakes which 
necessarily introduce discontinuities and oscillations. At 
any rate, it is clear that a socialist economy, to the extent 
that ex natura it can be more far-seeing, will distribute 
its investments between different types of new con¬ 
struction according to a different pattern over time. 
This does not necessarily mean that it will invest in a 


> It micht seem at first sight that ^vhile this would cause a continual 
retardaZ in thT transu.on%o newer types, h would not change th 
rate of obsolescence of older equ.pment, wh.ch 

until there was sufficient new equ.pment to take its place. But this 
no so since the investment in the old equ.pment was undertaken on 
Te basis of an o.er-est.mate of the price of finished products in the 
future When subsequently the unanticipated volume of 
shows'.tself in a higher wage-level and or lower prices of products than 

wram;c,p..ed, n.PcW of ,hc old plan, will 1.11 out of profitable ore. 
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wide variety of types of construction in any one techni¬ 
cally homogeneous line of production (a “type” being 
defined by its reference to a point of time in the future, 
and hence by its productivity in relation to its period of 
maturing into final output); but it means that it may 
maintain currently in use, and a fortiori in use and in 
construction, a considerable variety of types even in one 
homogeneous line of production, and that it will pass 

earlier and more evenly from the construction and use 
of one type to the next.^ 


The important question here arises as to whether it 
would be rational for a socialist economy to invest 
simultaneously in projects of a wide variety of types, 
or to invest at any one time in a particular type of 
constructional project appropriate to the conditions pre¬ 
vailing at that time, passing on to newer and more 
complicated projects gradually and successively. Would 
it be proper to spread investment between types of 
project appropriate to the situation in the immediate 
future and to the different situation (different in that 
productivity and income would be greater) of five years, 
ten years, twenty years or even fifty years hence? ^ For 


th.' a"”""" ported out that if an individualist economy had 
the same degree of foreknowledge, the same distribution of investment 
could be brought about by appropriate movements of long- and short 
term rates of interest. (Review of Econ. Studies, Vol. 2, No i ) This is 

tcTT^’ differences of rates were sufficiently gradS 

according to the investment-period. But such a hypothesis im^is 
a contradiction, since it is the nature of an individualist economy ffiat 
It cannot have this degree of foresight. Mr Lerner N ^ 

rduarn,*™' ” -STf 


that Journal for December 1933 I stated 

investment would be that of simultaneous constrjct.on If 

meat of varying interest-yields (as contrasted w.tl, theTri'nliX'oi 
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example, “during the First Five-Year Plan (in U.S.S.R.) 
the principal type of freight locomotive became the type 
‘E’ engine, the tractive power of which is 75 per cent, 
greater than that of the most widely used engine m pre¬ 
war Russia. Under the Second Five-Year Plan the 
output of type ‘E’ locomotives . . • ^eing supple¬ 
mented by the manufacture of type F.D. locomotives, 

whose tractive power exceeds that of the type oco- 
motive by 30 per cent.” ^ Is there any general principle 
by which to determine the rate at which it will be 

economic to supplant the pre-war type by E and to 
supplant E type by F.D.; and whether E will first be 

inv^ested in until it has supplanted the pre-war type ^d 
type F.D. will only later be constructed; or whether, 
on the contrary, F.D. locomotives will be constructed 
from the outset, at the same time as type E and even 
some of the pre-war type are still being made. No 
general answer to this question seems possible; since 
the answer will depend not only on policy with regard 
to the income of the immediate future and of the more 
distant future, but on the technical situation which con¬ 
fronts the economy. If the loss involved in restricted 
consumption over the immediate future is more than 
balanced by the gain of productivity in later years, then 
a policy of so revolutionizing technique as to attain to 
maximum productivity in the shortest possible time will 
be the appropriate one; and in certain technical situations 
this end will be served (for reasons which are discussed 
in a Noth to this chapter) by simultaneous investment 

unfform ,n,crcst-vickl at any one point of t.me). 1 ^''Yr-Twould 
that thfs would not necessarily be the ease. Nevertheless .t would 

remain true. I believe, in certain situations which are by no means 

unimportant or unlikely to occur. 

* The Second Fivc-Vcar Plan, Ed. Ciosplan. xxxvn, 
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in projects of a wide variety of types even in a single 
homogeneous industry. But where a more gradual 
pi ogress of productivity is required, investment policy 
would tread the more familiar course of a chronological 
order in its choice of investment-types, passing suc¬ 
cessively from one to the next as the total situation 
developed. The pattern of investment in these various 
types, however, sketched through time, would be sub¬ 
stantially different from that in a capitalist economy 
The nature of this pattern can only, I think, be shortly 
defined as one which would enable transitions to newer 
methods to take place gradually and continuously by 
substituting the new type of equipment for the old as 
the latter in each case reached the end of its natural 
life instead of in “waves” of obsolescence attaching to 
old equipment which was still in good physical condition- 
obsolescence due to the fact that this type of equipment 
has been created to excess. It is to be noted that in so 
far as in this latter case the depreciation of old equipment 
IS due to delay in the transition to investment in new 
types, and not to too hasty transition, it will be associated 

with a general lagging-behind of technical development 
not with Its acceleration. ’ 

To use a simple analogy: let us suppose that a man 
were destined to inherit a fortune in five years' time If 
he were ignorant of this faet, he might start to-day to 
build a house for himself, which, when his riches came 
would prove superfluous, because he would then be rich 
enough to live in a mansion. But if he could calculate 
in advance that the fortune was due to arrive, then, clearly 
he would not undertake the building of the house: in¬ 
stead, he wouH probably use the money to build himself 
a cheaper and temporary bungalow for the five years, 
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while at the same time beginning to lay the foundations 
of the mansion so that he might move into it the sooner 

when his legacy arrived^ 

I have elsewhere used the analogy of the so-called 
pursuit-curve to illustrate the difference between the 
two paths of development appropriate to the two types 
of economy. It can be used as a general illustration of 
adaptation to a moving situation through the medium o 
automatic responses at each moment of time, as contrasted 
with adaptation to the same situation as a result of fore¬ 
sight and rational calculation. A dog is situated at some 
distance from a path along which his master is riding. 
He runs towards his master, and acting on the basis of 
automatic responses he runs always towards the point 
at which he sees his master at the moment. His pat 
towards his master accordingly is a cur\^e, the Precise 
shape of which is a function of his owm speed and that 
of his master and of the angle and distance from the path 
at which he starts. If, however, the dog could haNC 
acted on foresight and calculation, in knowledge both of 
his own speed and that of his master, he would have 
taken a straight line to the point along the path which 
his master would subsequently reach, thereby reaching 
him the sooner and saving effort m so doing. is 
analogy, of course, must not be taken too litera y. n 

. Here he would almost eertamly complete the bungalow before 
startmg the foundations of the mansion; td on bungalow- ' 

build.ng combined he would probably tn those hve 

than he ,,pectatKm of higher future income; 

Tthe'l^nowledge that he will in all other respeets be more comfortable 

at the end of hve vears and hence have less urgent need of mone> t a 

‘he now has. and of the knowledge that for this 

to build a mansion. Henee. he reverts to the 

able bungalow for the immediate present, but in it U 

himself U-ss thiin he otherwise would h;ivc done. 
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certain circumstances, as we have said, the aim of a 
socialist economy might be to reach the point of capital- 
saturation at the earliest point of time, irrespective of 
a restriction of the standard of consumption in the 
intervening years; and at certain periods of technical 
or of social transition this might well be the 
appropriate policy to pursue for a period. As a long¬ 
term policy, however, it is possible and even probable 
that a socialist economy would aim to effect a slower 
but steady increase in the output of consumption 
goods year by year at the maximum possible rate con¬ 
sistent with maintaining a balance between present and 
future needs. If we were to plot a cur\^e of actual 
capital construction, measuring time along one axis and 
2&g^^g2te capital in terms of its productivity, or some 
similar quantity, along the other axis, then the path of 
development appropriate to a socialist economy would 
still be a curve, but a continuous curve, by contrast with a 
discontinuous curve, subject to wave-like movements, in 
a capitalist economy. In actuality, of course, no socialist 
economy would attain to this ideal continuous curve, 
partly owing to imperfect planning, partly on account 
of displacements due to unforeseeable events. But it 
would have a tendency to approximate to such a curve 
which an individualist economy lacks. A motor may 
not attain the speed it would have according to some 
ideal “norm ” of efficiency. Under certain circumstances 
It may even be more sluggish than a tricycle. Yet there 

can be no doubt as to its different potentiality as an 
instrument of motion. 

What has so far been said is independent of the rate 
of capital accumulation; in other words, no assumption 
has been made as to the principle determining this in a 
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socialist economy—whether it will be greater than, equal 
to or less than what would prevail m a capitalist economy. 
Clearly, this is of fundamental importance, since, it it 
is different, then the balance between different industries 
and the distribution of labour between them as well as 
the inclination of the curve of constructional development 
towards the capital-saturation point will be further 
modified. Here again the uncritical attempt to apply 
the economic categories of a capitalist economy to a 
socialist economy seems to have led to confusion of 
thought. It has frequently been asserted that since there 
would be no free loan market in a socialist economy, 

there would be no means of "discovering the natural 

rate of interest", and hence no criterion as to the proper 
proportion of the national mcome to be invested in 
constructional work and no means of ensuring that 
investment policy corresponded to the "real savings o 

the community. 

In a capitalist economy the rate of capital accumulation 
is determined by two main factors: by the distribution 
of income, which determines the size of the income of 
the investing class, and by the accustomed standards of 
consumption of this class. On these factors what has 
been termed the "time-preference", or the rate dis¬ 
counting the future as compared with the present, of the 
community principally depends. Any increase in capital¬ 
ists’ income tends to lower this time-preference, or 
discount of the future, and so to increase the rate of 
capital accumulation; while conversely any increase in 
their accustomed standards of consumption (by in¬ 
tensifying the desire for the immediate fruits of 
income) tends to raise this time-preference. Even more 
directly, therefore, than in other spheres, does the 
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“spontaneous verdict” of the market here reflect the 
influence of “arbitrary” historical and institutional 
factors. While capital accumulation, as it proceeds, 
by augmenting the mass ot surplus-value tends to 
produce a continual increase of new investment, this 
tendency is continually held in check by the rising 
standards of expenditure of the rich which seem to 
follow fairly closely behind increased income. Hence the 
fact of private ownership and private accumulation of 
capital, which in earlier days appeared as an instrument 
of rapid accumulation, subsequently becomes with in¬ 
creasing clearness a brake on the rate of capital-develop¬ 
ment. Moreover, as we have seen in connection with 
crises and imperialism, a capitalist system is naturally 
productive of various resistances to any sharp fall in 
the profit-rate, whether these resistances take the form 
of direct pressure on wages, monopolistic policies or 
colonial expansion. At any rate, definite braking in¬ 
fluences clearly operate against any tendency to approach 
towards what we have ‘termed the point of capital- 
saturation. An approach to such a point (involving as 
It would a fall of interest-rates to zero) would seem 
a clear reductio ad absiirdum of a capitalist society. 

If, by contrast to this, one is to define any principle 
which would rule the rate of capital accumulation in a 

^ ‘ 1 must consist 

in an attitude of equal regard for present and future 

ceteris panbiis~m other words, an absence of the time- 
preference which is a characteristic of a capitalist economy. 

1 his, at least, is the only principle which would not in¬ 
volve inconsistency or contradiction. This would imply 
a greater rate of capital accumulation than prevails in a 
capitalist economy and (particularly in the more advanced 
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Stages of development) a path of development tending 
much more rapidly to approach towards the point of 
capital-saturation. But, as we have said, this would not 
necessarily imply a rate of capital-construction designed 
so as to reach this point at the earliest possible date; since 
this, logically applied, would involve the absurd situation 
of investing lOO per cent, of the national income in 

capital construction—devoting the whole of the labour- 
force of society to the immediate construction of the 
most advanced (in the sense of absolutely most produc^ve) 
mechanical devices and equipment that were known. 1 his 
(or anything approaching it) would be actually to give 
the future greater weight than the present—to discount 
the present^n favour of the future goal. But it may well 
imply the attainment of maximum productivity at the 
earliest possible date consistent with the provision of a 
certain minimum level of income in the intervening years. 
At any rate, it clearly implies a much greater regard for 
the future and a more rapid progress than that to whic 
we are accustomed in individualist societies. 

Circumstances, of course, might w^ell arise which would 
lead to qualifications of this principle. On the one hand, 
a slower path of development might be exacted by the 
need for various reasons (in particular the previous 
neglect of human needs in a class society) to raise the 
standard of life more quickly in the immediate future, 
instead of investing in material equipment, even at the 
expense of a less rapid rate of increase at a more distant 
future. On the other hand, circumstances might demand 
some compromise between this principle and that ol 
attaining a point of higher development of the productive 


> Cf. Armstrony^, op. cit., p. 21 et scq.; and F. P. 
Journal, December i 9 i«; and Non-; to this chapter. 

2q6 
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forces in the shortest space of time. For instance, this 
might well be so for a transitional period in an economy 
of low industrialization, since a certain level of in¬ 
dustrialization was a pre-condition for the successful 
operation of a socialist economy and for the liquidation 
of private enterprise and the private capitalist (as with 
the U.S.S.R. under the First Five-Year Plan) or for the 
duration of some complex and large-scale industrial 
transition. In this case the path of development would 
be more direct and rapid, and a “spread” of current 
investment would take place between a variety of types 
of construction. The analogy to the straight line of the 

rational dog towards the future position of his master 
would then be a precise one. 

The distribution of resources appropriate to this 
scheme of development would not be something which 
had to be calculated on the basis of an interest- 
rate which in turn needed to be determined from 
market data The decision as to how much of the 
ocial labour-force to invest in constructional work of a 
particular type, the resulting balance between various 
lines of production, and the level of real wages 
would all be aspects of a single decision which itself 

constituted the attitude of the socialist economy to 
p esent income and future income—they would^ be 

nrod"^^ P ^^ 7 ^^ f distribution of labour between 
production for the present and for the future There 

to^een"!; ■'>'“"^1 consistency 

r s arrrtl!''t sSrof 

of ™rious tv* r ^«i*&ction, the productivity 

OUS types of equipment, the cost and period of 
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time involved in their construction, and the available 
resources. For none of these would a be necessary 
to rely on values registered by a “capital market to 

'“h k the contention of Professor Mises and his school, 

as tve have seen, that a -ial.st economy lack.ng the 

values registered on a competitive market, would be 
nowerless to make any but quite arbitrary calculations 
L a basis for distributing productive resources between 

their various uses. Lacking any 

would also lack any measurement of costs. The vaunted 
"measurement and calculation" of Mr. and Mrs. Webb, 
the strict "economic accountancy” demanded by Lenin 
v^ould have no quantitative basis. Hence of two rival 
methods of prolction it would be impossible to say 
:h;ch was the more economic, because any eompari^n 
of costs against their value-productivity would be im 
possible. In view of the extreme arbitrariness which 

Laches to the values of the free market o 

this claim, if It were true, would have little force 

I Ml- L r Hubbard, speaking of the U.S.S.R. during 
. hor ,hat "the Government ^vas unable to 

the hirst rla » - - wheat . . . was more 

tell with scientihc exactness w abroad to buy foreign 

advantageously consumec market could 

a,-. V. t*.. s,... 

r JLiM- .o -v. -loi. .0 

year. It wcu.ld clearly need to know whether th tv turu 

by iht ir.bt.,r iv.is urioi.r than ihc ,v j’’”" v ji ■ Slates 

Ihc was aJea,«aaeo..s « „„ j„,s.„b 

own valuation ot piesent OSS agai . (unless it was entirely 

e,„.a„c. Ihe uabsae.u,,. was r;';;™ 

„eeessa.„y a o. 

“ «rit‘iititic ’ criterion. 
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in condemning a socialist economy as less rational than 
a capitalist economy. But the claim would seem to 
thrive only by virtue ot misapprehension. It is true, oi 
course, that in order to make any comparison ot economic 
quantities, diderences between qualitatively diverse goods 
must be reducible to quantitative terms. In other words, 
to compare boots against bread, or silk against sa.xophones,’ 
these must have some magnitude assigned to them and 
their relative importance e.xpressed quantitatively. But, 
in the first place, tor this to be done, an\ scale of priorities 
however determined, would sutfice-sutfice, that is to 
render quantitative calculation possible. Such a scale 
of priorities might be constructed in a number of ways, 
several of which might yield results less arbitrary than 
the spontaneous” construction of a scale of market- 
values in a laissez-faire world. It might be constructed 
m an authoritarian manner, as a doctor prescribes a diet 
or a patient, or on the basis of sampling opinion by 
means of questionnaires,^ or on the basis of information 
supplied by co-operative societies, or by a combination 
of these methods. This might be so arranged as to give 
ample expression to popular choice, so far as it was vocal- 
Aough ,t IS true that there ex.sts the strong dangei 
of determ.nat.on .n a too b.treaucratic manner if these 
methods were exclus.vely relied on, and .t is true that 
the method of quest.onnaires is unl.kely to yield results 
possesstng a high degree of prec.sio/ or of subdety 
But .„ the second place, there is no reason to suppose 
that a free consumers’ market, registering consuniers’ 
preferences would not ex.st in a socialist economy, save 

indu.uT., Tn'ul sT'TmcuI s'" 

held „rl’d*' “d ; I Ta'" ■' » 

vote „ .ae,r „,de, 
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fur exceptional periods of transition or of acute shortage. 

Marx, it is true, referred to a “higher stage of ’ 

or communism, where income should be distributed 
each according to his needs” without the mterven ion 
of a pricing-system. But this stage, he was c»«tul to 
add, Luld not arrive as an invocation from heaven 
but would develop in the degree that the ™stery o 
the productive forces” enabled the problem ot scarci y 
to be surntounted. “Justice can never rise superior to 
the economic conditions of society and the cultural 
development conditioned by them.” But in what he 
termed "the first or lower stage ot socialism ^iffe 

qualitls and quantities of work performed, and as a 
kigical corollarv of this there would naturally be a free 
consumers’ market where such money incomes could be 

"^'iTis claimed, however, that a consumers’ market on 
which consumers’ goods were priced would not alone 
sufficient. Without a market tor intermediate goods m 
factors of production, the latter could not be valued and 
there would be no basis for the representation ot costs 
But this contention again would seem to rest upon 
misunderstanding of the nature of the problem m 
socialist economy. In an individualist economy the aw 
of the market forces each autonomous entrepreneur to 
conform to the requirements of the total ^huation by 
the pressure on him of price-movements, "w'ud ng 

movemtents in the prices of the factors «1 P«" 
and intermediate goods which he buys. Were 


' Cf Marx, Critxqu,- of the Cotlu, rrogramme. 

* Cf. I’rof. Hntm 111 Collcttfist h.onomu- 

Miscs, op. at., p. iiy* 


IViiritiin):, pp. I $0-1 
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not subject to the process of competitive pricing, there 
would be no instrument by which the entrepreneur was 
made to toe the line” and the “principle of cost” 
enabled to prevail. But the movement of costs is here 
no more than a mediating instrument appropriate to a 
situation where productive decisions are made atom- 
istically. It is the vehicle by which the more funda¬ 
mental problem of the allocation of resources is solved. 
To the entrepreneur in an individualist economy 
It figures necessarily as a problem of cost. To one 
surveying the situation as a whole it figures as a problem 
of allocation, and hence of relative productivities in 
vyious uses. And in a planned economy this is essenti¬ 
ally what the problem becomes. To solve this problem, 
given the quantity of available resources and the relative 
values of finished products, what needs to be known is 
the actual productivity of these resources when applied 
m various uses; and this is a piece of concrete informa¬ 
tion of a technical character which does not require the 
intervention of a market either to discover or to reflect. 
It IS not a case of having first to discover what costs are 
and then by comparing them with relative productivities’ 
to solve the problem of allocation. Only on the basis 
of these data concerning relative productivities can 
costs be properly determined; and when these data 
are g.ven, the problem of allocation is tpso facto solved. 

rue, in an individualist economy, a market for, say 
capital serves to generalize such data in the form of a 

diVHH^ medium of this price procures the 

p eurs. But this IS the only instrument which exists 
m such an economy for handling the matter. That in a 
aocahst economy it should be thought necessary for the 
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managers of various plants, having ascertained the neces- 
sary data about productivities, to use these data to play an 

elaborate game of b.ddmg for capital on a market, inst ad 
of transmitting the information direct to some planni g 
Ihmity is a “Heath Robinson” kind of suggestion 
"hich it'is hard to take seriously. Moreover it tas the 
positive disadvantage that in playing such ^ 

Lnagers of socialist enterprises t^uld be as ^ J 

tuid be subject to a similar degree of competitive 

‘neJd the decision of a planning authority about 
such an allocation be abnormally complex, s» J 
data about relative productivities can be g“'“^d 
and detailed application of any general decision can 
decentralized. For instance, data " 0 “'^ ^ 

L allocahon of an additional £a- of capital Jo the textde 
by y yards of cloth, tvhile an allocation of of «P.t 

^he data requisite for •' 1:1^ that 

r-:'r. ™ ni:rdt::.ry woXield .v yards of cloth 

fj at the same time it could procure ^ 

of an amount a, but would yield only d”"of clod 
if additional labour could not be procured; or < mig 
be a question of choosing between several 
tvDCS of construction in the industry, one invmhing 

aHocation of .v. tons of material A, i, 

material B, and another of .v, tons of mate 
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the relative productivities ol the rival construction 
methods can be estimated,.it should not be an impractic¬ 
able task for the planning authority to compare these 
estimates with data as to the alternative uses for materials 
A and B and C, and thereby make a choice between 
them on the principle of giving priority in the assignment 
of each material to the use in which its net productivity 
is greatest. As regards the detailed information relating 
to each factory inside the industry: this would presum¬ 
ably be for the textile industry to know; and how best 
to distribute resources allocated to it between different 


plants or sections of the trade for the industry itself to 
determine. Presumably it would be on such detailed 
data that the original generalized statement about capital 
productivity in the industry would be based; but these 
constituent details need not trouble the higher planning 
authority. Large-scale allocations, in other words, 
need alone be made by the central authorities; the 
detailed assignment of these larger allocations being 
decentralized to subordinate authorities possessing more 
detailed information. It is to be noted that there would 
be no necessity for the higher planning authority to have 
before it data as to relative productivities in ever}' 
imaginable combination of possible situations—“the 
millions of equations” of which Professors Hayek and 
Robbins speak with so much scorn. In practice the 
question would always at any one time arise in the form 
of a movement from a pre-existing situation, and the 
relative productivity of changes in the neighbourhood 
of this initial situation is all that would be required, and 
probably all that in any system could be known. Plan¬ 
ning authorities would no more need to know the 
productivity of every conceivable combination of re- 
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sources 

to-day 


than the private entrepreneur needs to know it 
in order to decide whether to shift resources from 


one use to another. 

In an economy where every detail in the allocation of 
resources including labour-power was planned, the way 
in which costs w’ere calculated for purposes of accounting 
would, therefore, seem to be of no importance. To 
decide whether resources could be better employed else¬ 
where than in the place in question, one would need to 
know' the relative productivities of such resources there 
and elsewhere, d’o compare the incdhcient management 
with the efficient one would need simply to know the 
amount of product and the amount of resources allocated 
and to compare the result w'ith some similar factory, or 
to compare the product with past experience or with 
what had been estimated. To facilitate such comparisons, 
the ratios would doubtless be expressed in a money form; 
but provided that the system of translation of things into 
money was uniform, any system of translation would pre¬ 
sumably suffice to compare like things with like. Actually, 
of course, it would be cumbrous and unnecessary to allo¬ 
cate every detail of resources according to a uniform plan. 
What would doubtless be essential for a socialist economy 
would be to allocate capital equipment and basic raw 
materials and power-resources in this way; but decisions 
as to the purchase and use of minor requisites could be 
left to the discretion of industrial managers themselves. 
Probably the employment of labour would also (subject 
to certain limiting conditions) come within this latter 
category. To the extent that such things were obtained 
by enterprises in decentralized fashion ‘ outside the plan 
(e.g. a factory contracting direct with a farm or with 
another factory on its own initiative), the question of 
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the pricing oi these goods would, again emerge as a 

decisive factor determining their utilization, as it would 

also as a basis for subsequently calculating the efliciency 

or inefficiency or such operations. But so also in such 

cases, where the practice was at ail general, would some 

form of competitive market for such goods tpso facto 
exist. 

In practice, therefore, the calculation of the money- 
cost of goods on the basis of the wages paid out in the 
course of their production (including the wage-cost of 
repairing any wear and tear of equipment) w'ould doubt¬ 
less play an important part in socialist accounting. It 
IS frequently supposed that this would be seriously in¬ 
complete if it included no item for rent or interest on 
account of scarce and durable factors of production. 
But according to a familiar economic principle, once 
such durable instruments [e.g. buildings or equipment) 
have been allocated and fixed—as we have assumed they 
would be through planned decisions based on an estimate 
of comparative productivities, and not through “ordeal 
y the rate of interest ’ ’—a calculation of ‘ ‘ overhead costs ’ ’ 
on account of them has no relevance to their current 
use; and maximum productivity is satisfied if, and only 
If, output IS carried to the point where the price of the 
output IS equal to its marginal cost. Even with mobile 
productive resources, such as raw materials, whose aJloca- 
t.on was determined by some form of market relationship 
and was not covered by the plan, maximum productivity 
would be sufficiently satisfied if these were priced at the 
equivalent of their marginal labour cost at all stages of 
their produedon. Indeed, to attempt to budget ffif such 
an Item as “overhead cost” will frequently prevent the 
most economic employment of plant and equipment by 
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limiting their intensive utilization; a form of wasteful 
restriction which undoubtedly occurs on a not incon¬ 
siderable scale to-day. ^ marlrpt 

The fact that the existence of a consumers marke 

afforded scope for free consumers’ choice and a means 
by which this choice could influence production would 
nL mean that a socialist economy necessarily acknow¬ 
ledged its unqualified sovereignty. While a consumers 
market would probably provide the most important basis 
for valuing goods relatively to one another—establishing 

. Cf, ihe present 

":LrunI!nrpncrs'- .n"sov.et economy, cf. W, B. Reddaway, 

Financial System necessarily been used rather loosely. The 

“Overhead cost has here necessaruy short-period situation 

principle referred and rent should be neglected. 

many other items t passengers in a half-empty train, when 

e.g. in the case 5 fireman would not be included in the 

even the f, hotel with empty bedrooms, where 

fare charged; or in t bed-linen should be charged to visitors 

only the mere cost f h g^^^ application of the principle 

arriving late in the aay. r.rir#»-<;vstem at all, at least with 

therefore, is hardly consistent nrices In the example quoted, 

any system of uniform and stable price. J ^^^be run 

however, it would not fol i^to travelling 

throughout the year i the driver’s and fireman’s wages, 

on it by fares so low as not to co 

In a factory an analogo particular run of output 

and the wages of auxiliary “overhead". Any dividing line 

these would an arbitrary one; and if any general 

.ha, i» „„„ ,a,isfa.-,ory c«n,pron„.. «ould seem 

»«es,ed allove, wh.ch ineludes w.ase. and salane. ,n ,he 

estimate of cost, but not repair and maintenance of 

Me. Du,b,n has ra.sed .he prob m y, , This. 1, .. 

plan, » ■<. Bp. I an, an- 

true, has special accoui that he represents it 

convmced that It con^ g.nnot be separated 

to be. 1 he problem as i i-^ ronnot then the proper course 

trid'scTm mt^^to^ m^l-'an allowance for it’, with other semi-over- 

io6 



ECONOMIC LAW IN A SOCIALISI' ECONOMY 


a scale of their relative social importance in satisfying 
wants this is not to say that it would not be modified 
by other criteria, and even frequently overridden^ In 
the case of new wants, and the development of new types 
and qualities of goods, the market could provide no 
direct guidance, except after their creation; and authori¬ 
tarianism here necessarily reigns. Consumers’ choice as 
expressed through the market is necessarily and always 
limited to choice between the range of available alterna¬ 
tives; and the initiative will necessarily come in the 

heads like auxiliary workers, in estimating marginal costs, separating 
depreciation from interest charges. If output was being sold at a price 
which covered these maintenance costs, then this would be a presumption 
that the equipment in question was worth maintaining. The cases 
where this might hinder a change-over to a smaller and less costly 
plant, and result in too small an output being produced by too large a 
plant, do not strike me as likely to be very considerable; since any 
large-scale and long-lasting reconstructions of equipment wotdd be 
distinguishable from current prime costs, and decisions about them 
be made in the same way as any decisions concerning new investment 
At any rate, such incidental waste is likely to be much smaller than, 
what occurs to-day from the restriction of firms in an imperfect market 
seeking to maximize the return on capital. This I think Mr. Durbin 
fully admits. But I think it might also prove to be less than the waste 
involved from undue restriction of utilization from an attempt to fix a 
price to include Mr. Durbin’s “normal profit”. 

It IS to be noted that this problem of calculating only marginal costs 
in deciding on the intensiveness of use of plant and equipment applies 

Mr' R - production (as, for instance,’ 

_Mr. R. L. Hall, in T/ie Economic System in a Socialist State seems to 

of such equipment is not 
perfectly adjusted to current demand, which will tend to be the rule 

and not the exception m a world of changing and fluctuating demand. 

Prof. Hayek has interpreted the present writer as desiring to banish 
consumers choice completely and to substitute “ barrack-room ” regi 
mentation of consumption (Collectivist Econ. Planning, p 21s) because 
I attempted to ar^e (a) that consumers’ choice is not free under capital! 
ism, (b) that the dictates of individual money-demand, as expressed 1 
a retail market, would not invariably be the best guide, and ne^d not 
be the exclusive guide to production under socialism. Prof Hayek’s 
interpretation seems hardly reasonable, and is at any rate not a correct one 
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first instance from the producer, unless special means 
are developed outside the market system to enable the 
consumer to express some initiative in the matter- 
means which are virtually non-existent to-dayd Nor is 
the subsequent judgment of the market decisive in t is 
matter; and the fact that it is not raises a broader issue 
—namely, that of non-available alternatives. The fact 
that a commodity introduced on to the market is boug t 
by consumers and succeeds in covering its expenses of 
production is no evidence that this is the commodity 
which consumers would have preferred that the resources 
of the community should be expended in producing. 
They may buy it, as consumers buy poor quality milk or 
indifferently cooked meals or jerry-built houses, simply 
faute de mieux. Of three alternative commodities. A, B 
and C, which might have been introduced on to the 
market, the consumers, if put to the test, mig t great y 
have preferred C. But since producers, with whom the 
initiative lies, offer only A, consumers spend their money 
upon it and thereby enable it to register its commercial 
success, because they have no means of expressing their 
superior preference for C. It may well be the case that 
the majority of the choices registered on the market are 
in fact second-best preferences as compared with the 
choices consumers would have made if the requisite 

alternatives had been available. 

But apart from the matter of new wants, there are two 

important respects in which consumers’ choice expressed 
individualistically through the market could not be 
trusted as an adequate criterion of social utility, in 


> Cf R G. Uawtr^y (The Economic Piohlem,p. 203 )-. “ their choice is 

as a rule absolutely limited to things on sale, and among the things on 
sale to those of which they can obtain information through the market. 
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the first place, there clearly exists an inevitable short¬ 
sightedness in the individual’s choice, owing to the 
limited perspective both in space and time from which 
the individual, qua isolated individual, necessarily \'iews 
the range of available alternatives. This limitation with 
regard to time is familiar enough, and has been referred 
to as the deficiency of the “telescopic faculty’’ of the 
individual with regard to the future—a deficiency which 
the ideally rational individual presumably would not 
have.i But this deficiency of vision seems to apply 
equally to opportunities which are distant in space as 
to those which are distant in time; and since the in¬ 
dividual consumer never has more th^ a very restricted 
range of alternatives near at hand on which to exercise 
his choice near to the eye and exciting the senses, or 
at least conveying a certainty by their presence which 

the imagination of distant alternatives can seldom have_ 

individual preference will tend to be vitiated by some 
degree of short-sightedness and irrationality. It is this 
fact, indeed, of which the salesman makes such ready 
use in creating preferences for objects which he forces 
upon the consumers’ gaze. It is this fact which gives 
an opportunity for expert or collective buying to make 
a choice which the individual will subsequently admit 
is superior to what he would himself have made-for 
instance, can make the menus provided by a club or an 
hotel give more satisfaction than the meals which the 
average individual, if left to his own initiative, would 
have chosen. To this extent there is clearly room for 
collective choice m some form to modify individual 
expression of choice by consumers. 

Secondly, there is the whole class of things where the 

* Cf. Pigou, Econs. of Welfare, pp. 24-67. 
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..uMviauai interest in acquiring them as registered 
atomisticallv on a market, conflicts with (or at least 
diverges from) the social or collective interest of con¬ 
sumers in general. This includes all those cases where 
E benefit cannot be conferred on one individual without 
simultaneously benefiting ^ others, so that the benefi 
conferred cannot be separately assessed for each in¬ 
dividual. The most evident examples of this type are 
continuous services, rather than separate commodities, 
many of which are generally recognized, even in an 
mdnudualist economy, as being the province of collective 
supply on principles other than those of the marked for 
instance, health, education, research, upkeep and lighting 
of streets, protection against fire or against crime, 
this category is not confined to such services, ^nd^o - 
ably includes many commodities which are osuafly 
subject of market-sale, their supply being controlled by 
individualistic demand: for example, fire-extinguish^s 
which a householder buys to prevent fires m his own 
house and thereby saves neighbouring buildings from 
catching fire; silencers for motor-cars; houses he 
appearance of which may help to make or mar the 
neighbourhood for other citizens. Moreover, what 
applies to health or education services may v^ ell b 
hX to apply to the supply of commodities such as 
primary necessities for the mass of the people or luxuries 
which have an educative influence or the reverse. Further 
examples which fall within this category are those thinp 
the supply of which is subject to decreasing cost as the 
supply of them is increased, owing either to the existence 
of large indivisible units of equipment which are not 
fully utilized or lo economies of specialization to be 


1 


This benefit may, of course, be negative as well as positive. 
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obtained from a large scale of productiond In these cases, 
which are common and numerous, an individual in in¬ 
creasing his purchases is conferring an incidental benefit 
on others in enabling them to be supplied more cheaply 
(e.g. in the use of transport facilities, or of electric light 
or power; or, conversely, in the use of roads or a health 
resort where each additional user may confer an additional 
cost of congestion on others). 

When we consider such cases in detail, and add to 
them all those parallel cases where the individual desire 
for a thing is in large part conventional and depends on 
the fact that others desire and possess it, they would seem 
to be considerably more extensive than is customarily 
imagined, and possibly to cover the major part of con¬ 
sumers expenditure. But there are two special examples 
of this general case which are of extensive importance, 
and which seem worthy of detailed mention if only 
because they are so frequently overlooked. These con¬ 
sist in the demand for variety and for variation, in both 
of which the individual interest, separately registered on 
a market, is apt to conflict with the collective interest of 
consumers. In the case of variable demand, the variation 
will tend to involve an additional cost to producers, owing 
to the uncertainty as to what level of demand to count 
upon and a consequent inability to adapt supply and 

. * f 1 1 most economical way. 

Similarly, the taste for variety on the part of consumers 


argument does not necessarily apply to all 
such cases, but only to those which are most subject to decrLsins cost 

as output expands If all lines of production weri subject to de'ea^^^^^^^ 
cost and in equal and continuous degree, there would be no social 
advantage in any one expanding, since by doing so it would rv,,. i 
transfer labour and resources from some other line of nrodurt' a 

so raise costs in the latter as much as they were cheapened in the fomer. 
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may cause commodities, because they are produced m 
many Instead of a letv lines and types, to be produced 
at a ItlRher cost than they could be if thetr production 
was more standardized. Each consumer in resistenng 

his demand for some new type, will he influericed simp y 

by the consideration as to whether his pretcrcnce for 
one as against the other is equal to the d,fferer,ce in price 
between the new type and ihe old: he will not be in¬ 
fluenced by the fact that his action, in preventing 

production'from being as standardized as “ be. 

other types both for himself and tor others, bimilatly, 
he will change his demand from one type to another 
from time to hme. If (provided the prices ot varieties are 
the same) this variation seems to give him any advantage 
whatever: he will not balance this advantage against 
the extra cost which his fickleness may involve for the 
whole industry, ultimately affecting both himsell and 
others. For this reason it would seem that an in¬ 
dividualistic consumers' market has a bias in ‘"““f ° 
both greater variation and greater variety than the 

collective interest requires. 'Ihis is 
course that collective interlercnce would or should 
abolish either variation or variety; merely, that some 
collective overriding of the market s verdict would be 
necessary if these were to be limited to what the real 

interest of consumers demanded. 

■riierc seems to be little doubt that the utility-theory 
has considerably biassed the approach ol economists to 
Ibis whole problem, creating the presumption, as it has 

done, that demand is moled In ultimate “''J 

that values on a free markct.lnterpret these satisfactions 

'I'hc result has been to give thib 


ill au 
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problem of “adjustment to demand’’ an importance 
in our minds much greater tlian it probably deserves. 
Actually the adjustment of supplies to the welfare- 
yielding qualities of different objects of consumption is 
of such a rough order of approximation, at best, in any 
form of market system, as to suggest that more may be 
gained by sacrificing niceties of adjustment to a more 
rapid gen€Tcil increase than by hampering general increase 
by devices designed to secure a nice adjustment of what¬ 
ever is produced to demand as exhibited on a market. 
This is not to say that the latter has not some importance, 
and in extreme cases (like continuous bully-beef in the 
trenches) a great deal: it is merely to say that its quantita¬ 
tive importance has probably been exaggerated. It is 
certainly important for people to have variety from which 
to choose and for individuals to be able to choose differ¬ 
ently according, to taste; and there are certain broad 
classes of goods which it will be important.for consumers 
to have in certain fairly definite proportions; for instance 
meat compared to vegetables and cereals; house-room’ 
furniture and recreation compared to food. If these 


proportions are seriously disturbed, people may suffer 
considerably. But it does not follow that if the different 
Items or varieties inside these broad groups, most of 
which are close substitutes for one another, are not 
supplied precisely m quantities corresponding to initial 
preferences, consumers will suffer a hurt which is of a 
major order. Yet when economic writers speak about the 
complexities of the problem of adjustments to demand 
It is usually of these finer adjustments within the main 
groups of consumption to which they refer. 'While I 
should certainly complain were meat in general to be 
scarce, or if I had no choice but to eat pork every day, 
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1 hardly find it worthy of remark if my housekeeper 
unolies me with pork rather more frequently and 
with beef and mutton less frequently, than I s ou 
myself have chosen if I ordered my own rnenu. It rnay 

be^ that 1 learn to respect her economical choosing above 

my own; at any rate, I should hardly dream of main¬ 
t other words, m the case of demands which are^m^ 
clastic in character, failure to meet them in the desired 
proportions is an important failure. But these are m 

fact demands for necessities or for broad 

the need for which is most easily calculated, and 

IS in general fairly constant as well as inelastic so 

that supply can be soon adjusted on the basis o^jx- 

hdinous varieues wdhin each of ,he broader types of 
consumption, tvhere es.imatton /'f „d i s 

changes is admittedly a more baffling 

precisely the things which are Ciarac.eriaed by an 
elastic demand, so that relatively little loss is caused 

by an adjustment of supply which gives ““ 

much of one and too little of another. Where ad,u t 
ment of supply to preferences is important, it is also 

relatively easy; where it is difficult, it would seem to 
of a relatively minor order of importance. 

Our conclusion, therefore, seems . 

which will rule a socialist econom^y will be 
essential respects from those which > 7“'';* 

hypothel, unknown and unknowable to those 

the ruling decisions in the latter will be known m the 
former, and that part of what figured as depende 
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variables in the latter, and henec as actions and events 

determined by the given data, become sul’ijcct to control 

and to conscious decision in the former, anel hence are 

to be classed among the data of the problem. Is this 

to say, then, that no economic laws can he postulated of 

a socialist system; that events will there be arbitrary 

and that anything conceivable mav occur Does it 

mean that mere expectation will suffice to storm the 

heavens.? Clearly this cannot be so. When lingels 

spoke of the historical transition from capitalism t(j 

socialism as a transition from “the realm of necessity 

to the realm of freedom”, he clearly did not envisage 

a millennial realm of illimitable free choice. He 

presumably meant that in the former the individual 

will was blind, and human beings unconscious agents 

of the objective laws of the market; whereas in the 

latter man, collectively owning the instruments of his 

destiny, would become conscious of the laws which 

bound him and would consciously shape his actions to 
his purposes. 

What then will such laws be which will limit economic 
events and the knowledge of which will at the same time 
enable a more perfect control of events.? Clearly this 
cannot be answered a priori except in terms of analogies 
so general and abstract as to be of very limited use. 
What such laws in their full concreteness will be can 
only emerge from the actual problems of a planned 
economy and from classification and analysis of the ex¬ 
perience which these afford. But one can tell something 
of the general shape which these laws will have, and 
from our knowledge of the essential elements of a 
socialist economy define some of the relations which 
will necessarily be included. In an individualist economy 
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ccoiiHii'ic laws liave the form of stating that, given certain 
conditions of nature and technique, and certain con¬ 
sumers- preferences, human beings as producers will 
heliiive in a certain way, the beliaviour finding expresston 
in certain value-relations. In a socialist economy they 
will have the form, rather, of stating that, given a certain 
purpose, a determinate course of action will achieve i , 
in view of the nature of the relationships which exist 
between material objects and between these objects and 

human organization. While the Political Economy that 
we know is concerned with postulating the determinate 
manner in which human beings behave (given certain 
data as to the situation), economic laws in a so™' 

economv will presumably be concerned with the manner 

in which the materials which man handles behave sm 
it will be these which will define his powers and (given 
his purposes) his actions. It is, in this sense, I thmV 

that^one can say that the determining relations which 
will control economic activity will be predominantly 

technical in character. oc 

It might seem at first sight that this difference, as 

just expressed, is one of form but not of substance an 

material situation which will produce it is a simple 
reversal of the process of studying situations and then 
deducing the results to which various types of inateria 
situation will give rise. In a limited sense this is true 
and it is certainly important to remember that, when we 
speak here of “purpose”, this cannot be conceived as 

something to be arbitrarily postulated, but that purp 

will itself be conditioned and selected by the situation of 
which it is a part. But to go no further than this would 
be to deny that human action and the forms it takes 
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part of the situation: to deny them any independent 
influence on events. Actually the order of the two 
statements of law, to which we have referred, is not a 
purely formal matter; and to say that the two are 
identical is to ignore the fact that the difference of order 
in their statement implies a real diflFerence of fact: 
namely, that in a socialist economy certain new relations, 
and hence new possibilities, will emerge, in the shape of 
a new type of social organization. The very fact that the 
statement starts with purpose and proceeds to postulate 
the action appropriate to the situation implies that there 
is a new relationship between men which gives to col¬ 
lective purpose a new significance. The contrast can 
be likened, perhaps, to the problem of calculating the 
course of a derelict hulk adrift on the ocean and the 
problem of calculating the course of a sailing schooner 
manned by a captain and crew. In the former the course 
wilL be determinate given the necessary data concerning 
wind and currents. Any concept of will or purpose is 
irrelevant, even if there happen to be shipwrecked men 
aboard the hulk. In the latter case, data as to wind and 
currents will still be important. But purpose, and the 
instruments it uses, will no longer be irrelevant. Neither 
will it be omnipotent: many purposes will be impossible, 
given the data, and others will be rejected by their low 
possibility of achievement.^ But the very fact that pur¬ 
pose enters as a relevant factor in this way is dependent 
on the existence of new relationships between man and 
the elements and the possibility of new types of event 
occurring {eg. the possibility of “tacking” against a 

a LZnTon’J! Z'T"" T 

a certain port at a definite hour and day, no earlier and no later at 

situation ^ 

given the situation, both action and purpose will be determinate. 
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wind)- and given the selected purpose, on the one hand, 
and the nature of vvmd and sea, on the other, and given 
too the type of ship and sails, a determinate line of act on 
can be calculated which will achieve that purpose in the 

most effective way. There will then be ^ 
navigation, which will be something more than simp y 
the laws of the winds and the tides. When one asks the 
question: is an economic plan a programme of intention 
or IS It simply a scientific forecast? the answer can only 
be that It IS both. What is commonly forgotten is a^ 
the sort of forecast on which a plan is based 
include among its data the fact that the plan itself wi 
be one of the influences which determine the constellation 

""^plrTlps It will be said that laws of this kind would 
not properly be the field of economics but of technology. 
For^this view there appears to be no very good reason. 
Clearly, there will exist a class of problem which is no 

viewed : a class of problem to which the title of economic 

statistics could, perhaps, most suita y e 

to-day there are studies which seem to furnish a prototype 

of what such a fuller science will be. I refer to su 

inquiries as the nutrition and family budget, population 
and productive-capacity studies which are assumi g 
giving .mporJce, and which are already passrng 
beyond the preliminary stage of pure description to th 
construction of elementary generalizations, 
form the germs of a future science. A J 

extension of such studies in the direction « 

and generalizing the data of planning, o 

the inter-relationships between the various elements of 
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a given situation, and of constructing principles tc 
determine what, m a gixcn situation, could be and could 
not be done, and what mechanism of action, in a given 
Situation, was competent to yield a given result. Economic 
laws, in the sense of generalizations about the behaviour 
of particular situations, would develop from concrete 
studies of particular situations themselves. Knowledge 
of how to plan would grow from the systematized ex¬ 
perience of actual planning, and could grow in no other 
way. To guess what such laws would be, still more to 
seek to prescribe them dogmatically, on the basis of 

per ect y understood analogies with the quite different 

situations of a capitalist world, is unlikely to be very 
productive and may be misleading. 

If it be asked what part Political Economy as we 

that"its‘ “-i ‘‘ reply 

that Its role would be small or non-eMstent, and at any 
rate a rapidly diminishing one. Here again it would bl 

certain e principal contention of 

,n" f 'f 'he traditional 

of “ “‘“"’P* 'he behaviour 

Aaff "“"“'"y i" " deterministic way and 

Sta "data '' rehed on the postulatbn of 

Pteted the "necessary” relationships which eiTerge from 
a given situation-emerge "automatically” as thfreZ 
of the interplay of numerous independent forcerortl 

m trr;t-r ftt?r ■ 

fn^pedt ar fm ^otX ^ 

rntnistic statements which it makes stiirrei; for ,hefr 
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valKlity on the existence of substantial areas of competi- 
tion (in the sense of diffused and independent decisions) 

within the economic systemd But the essence of a socialist 

economy is that the major decisions which govern invest¬ 
ment and production are co-ordinated and unified and 
are no longer diffused among numerous autonomous in¬ 
dividuals. True, there may still be areas of competition 
m a socialist economy; on the one hand, consumers 
purchasing in a free retail market, and on the other hand 
workers actuated in the choice of an occupation by wage- 
differences. But the significant contrast is that these 
areas of competition are external to the mechanism by 
which the major decisions, involving the most vital piob- 
lems of the economic system, are made: the decisions 
which in a capitalist society figure as entrepreneur- 
decisions and in a socialist economy as the constituents 
of the economic plan. We sometimes forget that all 
the most important postulates of the law of value have 
been concerned with the way in which entrepreneurs be- 
have-how their actions will be affected by given changes, 
such as taxation, or shifts in costs and shifts m dtm^d^ 
Their actions, as regulators of production, and in turn 
the effect of their actions on the shares of the various 
factors of production, have been the focus of intercs . 
It IS precisely this sphere about which no theory of va ue 
could tell one anything of major importance in a sociahs 
economy; even if something remained tor it to tel about 
the environment within which the planning mechanism 

. Even in Mrs. Robinson’s hypothetical “ world of 
.here IS sun con.pet.Uon .eUeec n.o^pohsts 

iEcons. ^ Ji, , , de.enn.nate rcsol. even m 

S -nop^hsts were few ...her. (Cf 

Collected Pnpers, Vol. 1, pp. t j6-S.) 
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worked. Suppose that in a capitalist economy one were 

to assume that all entrepreneur-decisions were fused, and 

all production was controlled by one monstrous monopo¬ 
list {a fortion if one were to assume him to be the owner 
of all capital and natural resources as well): would there 
be much of importance left for economic theory as it 
exists to-day to tell us except that this monster would 
extract as much product as possible from us all for the 
least return, and that he could best do this by making 
separate bargains with each of us according to thf 

variations in our tastes and aversions, our incomes and 
physique } ^ 


I do not speak here of a theory of value as a mere 

action What this has to say seems to be attenuated 
enough in any form of society; and any powers of 
prediction it may possess seem likely to be^as small 
and no smaller, in a socialist economy as they are to-day’ 

hich economists use {e.g. elasticities and production 

rrz^tioT^^Vr^^^ fra"mewo7of 

generalization. Such apparatus is formal in character 
borrowed from mathematics and by no means he 
peculiar creation of economic events; and it is not tt 
ramework but the real content which constitutes the 

inother No™ ” 

any relanon^hVlTn be ^os.Xr; 

by Simple deducion and'’a„a,„J,‘' 

Mrs. Robinson concludes thar if in k 
the various monopolists were to make commo nionopolies ”, 

the monopolists would then be so great that th Powers of 

from exercis ng them by the fear of nro ■‘^strained 
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I th.nk, it may be already possible to describe. I would 
assert merely that such postulates are no more tha 
e fm nmry, and can hardly be more than Prolegomena 
1 h,tureTtud,es. They can do little more than defoe 
conditions of consistency between the ''‘“'■ons ea g 
in terms of whkh we define the problem. ^ ^ ^ 
suffice to forecast how the system as a whole wl'l>ebave. 

To postulate them is merely to say that t e par s o 

svstL will be interdependent, and that this inter 
dependence will include particular characteristics. Even 
so^statements of this kind must be regarded as tentative, 

sffice further knowledge may ^UuaTon 

by means of which we have defined the situation 

™?,:lrorsuc7posmlates IS the simple a.om that the 

total money-value of finished consumers 
equal the total of wage-incomes over a g'J" 

"lunlarily hoarded). If this ^oes nm hold 

then the consumers’ market must either in the on 
ease accumulate stocks of unsold goods, or, in the 

other case, be limited by some form ® 

such a way as to enforce an accumulation of an un 
spent margin of income. This can be expresse 

the form: ^ I _ G, 

where 0 represents the value of consumers’ go°ds, I 
total wage-iimome, while .v, if it is positive, will repre- 
7t the accumulated unspent margin ot income and it 
it is negative the accumulation of unsold stocks ot goods^ 

decide to hoard a proportion of their income represented 
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by - {e.g. m additions to savings-bank deposits), then 

either a proportion of G will accumulate as unsold stocks 
or the prices of goods will necessarily be reduced by an 

average amount equal to - 


3 ^ 

I 

Retaining the assumption that wages paid out in the 
course of production (including transport, administration, 
distribution) are the only form of personal money-income. 
It will be seen that I will be a simple function of the size 
of the total labour-force (L), of the level of wages (w) 
(whether on a basis of piece-rates or time-rates) and the 
amount of work performed per unit of time by the average 
worker (which we will write as k). If a proportion <f> of 
the labour-force is employed on construction work 
or m adding to the stocks of semi-finished commodities’ 
m process of production, then it will follow that in- 
ustry m general will make a profit equal to (f>G after 
counting as costs the wages paid out in current produc¬ 
tion and the wage-cost of current repair and maintenance 
of equipment. In other words, the ratio of costs to 
receipts tor all finished goods produced in the period will 
depend upon the proportion of the labour-force which is 

reached aTn' 

capital accumulation is taking place) industV^an yieU 
no surplus of receipts over costs; and the recebts of 
industry must exactly equal the wage-cost of goods 
sold during the period plus the depreciation of equip! 

^ Receipts will=0 = T 

Receipts - Costs =<^1. ’ ^ """ over all industry. 
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mcnt s.mMarly ostimatcd ,n terms of the evagc-cost ot 
rcpa.r and roamteoance. This cioality <,f recetpts and 
costs will only hold, however, lor industry as a who e. 
it would only hold uniformly for every separate mdus ry 
if the technique of production in the case o 
modity was sufficiently uniform to permit a uff^m y 
in the organic composition of capital (i.e. of capital:labour 

mlf stored-,ip labour: current labour). To the extent that 

this technical constant is different in 

the industries which have an organic 

is above the average will to that extent i®'’''" “ 

receipts over costs, while those industries which have an 

organic composition below the average will corresponding y 

*^7histuer'conclusion depends on a second 

maehLry, constructional equipment or N * 

in such a way as to achieve maximum P™duct vity 
(measured in value) from their use will cause Pnees 
of commodities which are produced under conditions 

1 This is, .hereto,=. .he eleh.cn. of uu<h f jhe ot^.hose, 

like CasseU who assert that As a differential element 

as a eaiegor, of cos, in a „iie„,s” i. will, bo, 

beween .ndus.ries wi.h di'erf-"' 2 a sobnaction from wages, 

not as a net addition to price, an ® simply be the extent 

What will figure as a subtraction ft g relation to 

of capital accumulation, which industries. A recent 

.. capi.al-ren. •; as a d,ffe.en,^ „f com- 

rX,e^:i'hs' ™ch c.;,,a. are .o^he„ 

the cos. of accumula,ing that capit • Bunows, Problem ood 

and prices an interest charge . interest-rate never is an 

Practice of Economic P’ ® accumulating” the capital on 

S capital aruSu"tirru\^^^^^^^^^ result m goods remaining unsold 
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of high organic composition of capital to be raised 
relatively to those produced under conditions of low 
organic composition; this effect on relative prices being 
proportional to the distance at which the economy is 
from the point which I have termed that of “capital 
saturaffon”. “Distance” is here measured by the extent 
to which the physical productivity of additional labour 
devoted to capital-schemes as stored-up labour exceeds 
the physical productivity of additional labour used as 
current labour for purposes of immediate output. When 
the position of “capital saturation” has been attained 
(which alone can be spoken of as a position of “equili¬ 
brium” m a socialist economy), different technical 
conditions in different industries, and their resulting 
differences of “organic composition”, will cease to 
exert any influence on relative prices. In other words 
an economic plan which distributes capital resources in 
the most productive manner will necessarily, owing to 
the limited development of the productive forces at any 
time, produce a system of prices analogous to 
Marxs prices of production”. But this will not be 
a position of equilibrium. In the degree that capital 
accumulation proceeds, and the productive equipment 
of society is extended, this dispersion of prices away 
from their labour-values will tend to disappear. In this 
na position prices will conform to labour-values, and 
all industries will attain equilibrium when their receipts 
cover their current wage-costs (as defined above).i ^ 

of ‘ ^P.new fon.s 

economy away from this final continually be jerking the 

attained: or n^^Mong^^^^ actually 

the tendency towards this nnc't' u here being said is that 

•ech... invUo 
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The reason for this may be expressed by saying that 
to the X ent that labour ,s nnt/er-appUed to eertatn of 
Z u!es. .tamely those where ,t is used as stored-up 
labour the resulting scareity (relatively speaking) 
the products of those industries will rsis= the.r price 

"tionately more stored-up labour than others^ wtll 
tsTmo're'XTproof'oMhe prstlte which can be 

rr mtr mXuCtve manner means that the product 

measured in value) yielded by an addition of Aot^e 

resources to any use is everywhere equal. This is 

simply one way of defining what one means y 
Simply one y ;f additional resources m 

one use yielded more than in another (e.g. if of a man 
time spent on an allotment an extra hour on potato 

time spent on cabbages), 

r.?lLrp, 

Snsfcrrg° laTour-bme from working cabbages to work- 
'Tpotatol), and ^tet^" 

Hypothec, this quantity (the ^ thj case 

ince the two quantities themselves are uniform - 

Mpnrp those industries which use a nign 

rn IhL^produers arl valued at their current market- 
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prices.^ As, however, stored-up labour becomes in¬ 
creasingly plentiful relatively to current labour, this 
difference between the yield of additional stored-up 
labour and additional current labour will tend to grow 
smaller. When the difference has disappeared, any 
divergence of the proportions in which stored-up labour 
and current labour are combined between industries 
(provided that each is allocated in the most productive 
manner) will be irrelevant in this context; and the 
products of various industries, when valued at current 
market-prices, will be proportional to the labour (both 
stored-up and current) involved in their production. 

A third group of postulates concerns the necessary 
“balance” between activity at different stages of pro¬ 
duction; stages being defined as parts of a process of 
producing a finished commodity which extends over a 
period of time. When such stages fall within one 
industrial plant or congeries of associated plants (such 


* This follows, given a familiar assumption. If the increment of 

product yielded by stored-up labour be written as ^ and that yielded 

dx 

by current labour and the amount of stored-up labour and of 

current labour used respectively as x and y; then on the assumption 
(given by Euler s theorem if we make abstraction of other factors of 

production) that the total product =x ■ ^ -hy . it will follow that 

dx dy 

dx dy 


the larger the ratio of x: y, the larger will be the quantity 

if dp dp , . 

dx ' dy ^ dx *'^tio of x :y in any industry will not 

x.^. + v.^ 

affect the magnitude of ^and this will be equal for all 

A+y 

industries. 
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„ blast-furnaces, steelworks and rolling nulls), then 
the problem is simply the familiar technical one of 
achieving a "balanced process” so as to maintain a 
continuous flow of output without any waste from un 
used capacity at any stage. Where, however, different 
plants or even different industries are 
of successive stages in a process of production (as ^ 
works—engineering works making textile mac 
textile mills), the problem becomes one of a co rec 
allocation of labour and resources between these plants 
and industries in proportions which enable a ba'ance 
be preserved between them. In an economy whete 
moduction-processes are lengthy and capital accumula- 
don I taking place, certain rather complex relationsh^s 
have to be observed, and particular ™POrtance attaches 
to the time-factor in connection with such a balance 
in a moving situation. The principles governing such 
relations involve the type of consideration discusse 
earlier in this chapter. Assuming a given economic 
policy with regard to investment and 
it then follows that, given the data to g 

resources and technical conditions there is ^ ^ 

struction schemes of one type to another and abou 
be t ansferred from older technical methods to the 

Lstruedon of newer. Given the data, it will follow 
Ihat there will be definite relations between stages 

of production, and a definite chronological order in 

abrupt jerks or fluctuations in the flow of ^ ^ 

Stages or unduly rapid displacement of older technical 
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methods. In other words, when labour is stored up in 
any concrete form it necessarily has reference to some 
point of time in the future when it will yield fruit in 
the production of finished goods. Conversely, the supply 
of finished goods to-day is dependent on the supply of 
equipment available to use in current production, and 
this in turn depends on decisions made in the past 
concerning the original construction of this equipment. 
To achieve a steady flow (or a steadily increasing flow) 
of goods, it is necessary for these preliminary investment 
decisions to conform to a certain pattern in time; other¬ 


wise there may be too much equipment of the type 
required, say, next year, and a consequent surplus of 
production, followed by a deficiency of the type of 
equipment required, say, the year after or five years hence, 
and consequent shortage of production at that period. 

Some of these relations are examined in greater detail 
in a Note to this chapter. But the general character 
which such a theory of balances will have can per¬ 
haps be shown by a simple example. A community 
which was poor in resources might find it most con¬ 
sistent with a steady improvement in its living standards 
to start immediately building wooden structures of 
rapid construction and limited durability (as was done 
in the pioneering days of the American Middle West 
and is done to-day in some of the new Siberian towns), 
replacing these at a later date by brick structures, and 
still later by more complex and commodious buildings 
of steel and concrete when the productive powers of 
the community were more developed and resources 
more plentiful. Given the resources of this community 

increase, and given the other needs of 
t e community for food and clothing, etc., there would 
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dearly be a “best” point of time for each stage of the 
transition, as well as a "best” volume and rate of con¬ 
struction at any one ttme. It would be uneconomic to 
construct so large and so many wooden buildings 
to go on building them so long that many of them won 
become useless and abandoned before their physical 
life was complete, because superior brick buildings wer 
suddenly constructed on a large scale to take their place^ 
Moreover, as the constructional programme P™®' 
and changed its form, appropriate <«nsfers of labour 
and resources would have to occur; P^^nbly (thongh 
not necessarily)' a larger proportion of the *“"01 labo - 
force being devoted to constructional work. 1 o make 

this possible without any decline m the 
of consumption goods, such transfers would need to be 
timed to coincide with increased productivity m the 
latter trades as a result of the introduction of new 
technical equipment. Further, at some time ptmr to 
the transition from one building method to another it 
would be necessary to achieve a similar ordered transition 

in the industries producing building ^ 

as the period of brick-bu.lding started, th^e J 

timber would give way to the demand for bfck, an 
later the demand for brick to the demand for cemen 
and steel. Unless at some time prior to this transitio 

investment m equipment in the timber 

still earlier, investment in engineering firms maki 

equipment had been terminated and transferred to the 

1 „ „ ,„.e„.,on of .00,0 now 

a'it/r: 'tor aou.. 

very elastic). 
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making of equipment for brick-making, the transition 
when It came would inevitably involve, on the one hand, 
redundant plant and surplus capacity in the timber in¬ 
dustry and in those industries which served it and on 
the other hand a retardation of the construction of brick 
structures, due to limited productive power in the brick 
industry. It is to be noted that none of these decisions 
depend on the prior postulation of some relation termed 
a rate of interest” before they can be made. They 
depend on a knowledge of certain data which would 
have also to be determined before any interest-rate could 
be calculated. Indeed, if the latter is defined simply as 
a relation between present and future income, then it 
can be no more than an abstract expression for the 
complex of such decisions: it depends on those decisions 
being made, not vice versa, and hence is logically con¬ 
sequent on them and not precedent to them. 

Analysis has here been restricted in the main to what 
one may call the mechanics of the difference between a 
socialist and a capitalist economy, depending on one 
aspect of the difference between them: the contrast 
between a system of collective planning of production 
nd the regulation of production through the agency of 
an atomistic market system. Of the other aspect, the 

said Ye't t ' Tff 

undamental, determining as it does the social relations 
between nien, and hence the interests and the incentives 
he conflicts and the policies which emerge. ActZTy’ 

much °f separated; and 

UDon*^ f? **' implicitly 

which shape the mechanics of either system “e dt 
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pendent 

S“ ptaUst economy which determines i<s 

Frorl this it necessarily follows that policies or tend-- 
which serve this -d are^ assoaated wU^^^ Cr wLch 

the system an e resisted as inconsistent and 

militate against J within the system. 

r':h“ta’s:f afwe Sve seen, foreign investment, a 
e in lues the industrial reserve army”, the existence 
o certain naions in the market, have a unique sig^ 

nlficance in a capitalist economy and ate associated vvith 

rllVoSer°aWrdegrae'"‘'The crucial limit seems 
K ,1 resistance which such a system imposes against 

« to precipitate a sharp shrinkage of surplus-value, and 
“nr" W nves ml So abhorrent and unnatural 

like the war-time “leaving certificates , to -rta l me 

rate of capital accumulation would suthcc 
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industrial countries with a stationary population so to 
saturate the known uses for capital as permanently to 
reduce the interest-rate to a very low figure and even 
to the neighbourhood of zero. The transformation of 
half a continent under the Soviet Five-Year Plans in¬ 
dicates how radically the economic face of a country may 
be changed within a decade by intensive constructional 
activity. Even John Stuart Mill, in the middle of last 
century, declared that, in the absence of foreign invest¬ 
ment, of government loans for unproductive expenditure, 
and of wasteful employments of capital, “the mere con¬ 
tinuance of the present annual increase of capital would 
suffice in a small number of years to reduce the rate of 
net profit to one per cent.” i Yet can one seriously 
imagine this being allowed to occur, with the sharp rise 
of wages and the impoverishment of the propertied class 
which it would entail, in our class society as we know 
it.? Can one not more readily imagine a campaign being 
launched to curb or break the overweaning power of 
trade unions, or to start some new colonial venture as 
a profitable outlet for surplus funds.? Such an outcome 
seems not only possible but extremely probable; since in a 
propertied system property is not onjy the greatest vested 
interest, but its possession confers the trump cards that 
are necessary to win the game. Reinforcing this resist¬ 
ance IS the continual tendency of the present system, 
primarily motivated as it is by the desire to maintain the 


factU^Wicksell on the 
the r H ^ much better guarantee for 

existing individualistic 

destmrtiL f - ^ gladly welcome all measures 

H K collechvtst state w.H be qu.te 

VbL r? al’r.)" (Lectures, 
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f orbital to restrict the utilization of plant and 

:;-r: f t: r. - sr.":: 

siderat,ons of “overhead prfee is 

intensive use of equipment is ^en ed be ause 
A t-^ori tn rover avers2C and not margi 

more substantial than is genera triumph 

“tXetr even” o"r" " thT gmdual eneroachment of 

ideas”, and abundant evidence iP,„me- 

By contrast, as an economic 

category ceases to posse 3 policy, 

rthrrXthat ,t ceases to exist . a --- 

Moreover, since jives will be exclusively 

only form of income social incen economic 

associated with work, an evades at the most 

policy will P-umably be m mcrease wa^e^^^ 

rapid possible rate. Y , ^ force 

there seems little valid ground m doubt^that^^ 
of incentive to production wou privilege and 

increased by the change. e j^early half the 

of property, which to-day acco _ hence 

national income, are increasing y ^ 

incentive to, restrictive Pra«'“;' " ,c effort 

incomes which are P™P“«'°"*=.‘* ^ fowU to the 

lose much of their potency as m | compared 

lack of social prestige attaching to labo P 

with property, to the thwarting of ambition 

blunting effect of the rancour of envy ana 
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injustice which unequal opportunity engenders. By 
contrast, a socialist economy rid of such negative 
factors is in a position to harness untapped sources of 
collective incentive, of which a society rooted in in¬ 
dividualism and the subjection of servant to master 
can do no more than dream. If m such a society the 
rapid augmentation of wages is the dominant aim, it 
must follow that the attitude to all problems of capital 
accumulation and investment will necessarily be a 
different one. Given this as the ruling principle, the 
only limit to an increase of wage-income could be that 
which was set by existing productive powers and by 
considerations of future productive equipment. With 
the removal of the incentive to maintain reserves of 
unemployed resources, with a fuller utilization of capital 
equipment through time, and with an altered attitude 
towards present and future income, there is every 
reason to suppose that the rate of increase of productive 
power and of wage-income could be of a quite different 
order of mapitude to that to which we are accustomed 
in a capitalist economy. The words which J. B. Say 
once used of a slave economy in contrast to a free need 
little change to suit them to a modern context; “Labour 
can never be honourable, or even respectable, where it 
IS executed by an inferior caste. The forced and un- 
natural superiority of the master over the slave is 
exhibited ,n the affectation, of lordly indolence and 
mactivity: and the faculties of mind are debased in 
equal degree; the place of intelligence is usurped by 

Term'd and master are both 

beSt by reVes;io„" 

be all, were it not that the v.cious s^atm "f prolcbol'! 
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resuluiin from ibis der.mgemenl, opposes the introduction 

'1 better plan ot industry. _ , 

u IS sometintcs sa.d that m a socialist society vested 

„nerests of one kind or another tvoukl still mnam 

thwart the "social interest and to de y 
tlmart the so 

reason. Be this as it may, u f interest 

be diminished, at least, by the removal 

a capitalist ‘mL^eTofproperty 

^s t™::nt and the interest of ^utnan b.n^ 

- rewt ran'hie- 

,be ■•shameful aqnandering of hmnan >abour-po^- - 

the most despicable purposes i^owmb 

to Xh Marx refe«ed,a u nrerely one aspect. Iwo 

conseouLies of this difference are eloquent enough 

but their significance is only too rarely appreciated^ 

and would be continually disregarded (once, 

‘ Treatise on Pol. Eton. (1821). VoL I. PP- 3 ' 9 -- 0 - 
2 Capital, VoL I, P- 39 »- 
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the plant was m existence); and a foriiori the “overhead 
costs of “goodwill” and of monopoly rights; but the 
maintenance of human beings, that most neglected in¬ 
vestment of any hitherto, would become a prime charge. 
In the world as it is to-day we do not lack evidence, 
appalling evidence, that it is the maintenance of human 
beings and the blessings of human security which have 
no place in economic accounting, while it is the safe¬ 
guarding of the value of capital which is the dominant 
concern: so dominant, according to the witness of 
contemporary events, as to be safeguarded by retarding 
invention and laying waste productive resources, by 

reviving the inspiration of 
the Middle Ages, by maintaining existing fields of 

exploitation and conquering new ones at the point of 
the sword. 

The struggle of mankind to-day is as much—nay, more 

a struggle to unseat a powerful interest whereby to 
banish the “mean and malignant” system which this 
interest upholds, as it was in the days when classical 
rohtical Economy launched its influential attacks, with 
unrestrained partisanship, upon the monopolistic system 
of Its day. When interest obstructs reason, to preach 
reason is vain unless it preach to dethrone interest. 
Ihen It was a struggle of rising industrial capital against 
landed interests and trading monopolists. To-day the 
world is torn by the struggle of the unpropertied masses 
apinst the entrenched forces of monopolistic capital, 
f truth IS to be gleaned from practice as well as inspire 
It, t e economist can as little stand aloof qua economist 
as qua citizen of the world from such issues. To breathe 
Iite into the bones of abstract notions, he must, it would 
seem, not only descend from his cloister to walk in the 
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market-places of the world, but must take part in their 
battles, since only then can he be of the world as well 
as in it. This is not to sell his birthright: it is to 
march in the best tradition of Political Economy. At 
any rate, if he does not, the world, and his cloister with 
it, may soon start tumbling about his ears. 
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NOTE TO CHAPTER VIII ON STORED-UP LABOUR 

AND INVESTMENT THROUGH 'LIME 

The significance of time has been variously estimated by econo¬ 
mists; and discussions of its place in economic causation have 
been clouded bv a good deal of mystification. The notion of 
time has even acquired what Marx termed a fetishistic char¬ 
acter; attempts having been made to treat it as virtually a third 
ultimate factor of production (along with labour and nature) 
and to explain the phenomenon of surplus-value in terms of 
Its productivity. As such, the notion is a more refined cousin 
to the older view which regarded capital as a unique entity 
which had a specific productivity and value, instead of as a 
particular form assumed by labour in the social division of 
abour. That this is so does not, however, prevent it from 
being true that time, properly regarded, must necessarily play 
an important part m the framework of a number of economic 

fnm tr’ accumulation and investment 

enter The I Note to 

T u- to analyse the considerations 

on which the order of investment in different types of construction- 
projects in a socialist economy would depend. In setting this as 
Its intention, this Note does not claim to enunciate aL LZ 
principle (which would require a much less abstract method) but 
me^ly .» define .he „.ean,ng of .he p.oble.n Ze " 

If we regard capital instruments as “stored-uo labour” // 
part of the social labour-force embodied in a certain form o 

for which .he khour irs.ored „ “L .i^T; “'““T*' ''™' 
expenditure of the labour (ee in buildino 
-ch,ne, and *e e.ergeitf' of" .he'^red'’;:::^:'”rad" 
s.ored-„p labour were of ,he simple type, which is represent^ 
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in the sowing of ^eed : the time 

the planting of trees an sooken of not only as longer 

sen.ed as a ‘ ,m„unt. ' But m the greater 

or shorter, but long y ^ r production it is true that 

contpkxity »f durab e mstrume ^„y precise 

there are diffieulties g « problems connected with 

tivc significance, an maintenance of plant and equipment, 

the fact of deprecatron Knan , 

Into these quest,ons tt . not nec^^^ J 

satisfactory solution f,eel,ed ,o the answers afforded to 

degree of precision is to be attacn 

many questions, it is su P* capable of being broadly 

°^d":"rrL : Ho tef ..rlSnensions, so as ro be 
compared, with resp r,^„tpri being greater or less. It 

placed in “ 7''„ „ 3 ke arta.n broad classifications 

o, prodneve P-p*-\V d jnSable (Meed, essential) 
,ble as ■■ l°"SPP ”^,;Son to enable general conclusions ,o 
be Mwm wtrh respec. ro c/intqper tn the use of d.fieren, production- 

processes. ^ series of n possible 

The crucia pr different “lengths”, w'hat con- 

types of stored-up c ^^e adored. 

sideralions dettrnune r ermine whether labour will be 

In particular, what wi 1 t stored-up labour, 

devoted ' them in varying proportions, or whether 

creating " Emoted exclusively to constructing the 

fi„, type ,n the „g t'hrough the series 

- longer and J^t^P « of the more pL.rtve rypea 

step by step created to take tue i 

when these latter fall mto disuse? 

-;.,Uv those of maintenance, are 
. Some of of “period of production” 

h'^fidlcd by luciins ot an oriK 

m Armstrong’s Savms a.ul InvesUneni. 
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These various types of stored-up labour may stand in various 

relations to one another with regard to productivity. They 

may get more productive (absolutely) as thcv get "longer” and 

they may be more productive in greater or in less proportion to 

the increase in their length. Alternatively, some longer methods 

may be less productive than shorter ones. Presumably, however, 

the more productive application of labour will be preferred; 

and since the only obstacle in the way of investing immediately 

in the most productive known form of stored-up labour will 

be the length of time which must elapse before the product 

appears, it will be increase of productivity with "length” which 
IS alone significant. 


Why, then, is not the nnost productive known form of stored- 
up labour immediately created, and created in sufficient quantity 
to maximize the productive power of social labour.? The answer 
c early is that, since this stored-up labour takes time to construct 
or to yield its product, the income of the community would be 
drasticaUy curtailed in the intervening years. To satisfy the 
needs of these earlier years, "shorter” forms of stored-up labour 
are required. But it will be said; granted that some investment 
must take place in the "shorter” forms, to prevent the com¬ 
munity from starving m the interim, why should not an 
immediate start be made in devoting at least some labour to 
the construction of the longer and more productive methods 
with an eye upon the income of the more distant future? In 
other words, suppose that stored-up labour took the form of 
truit-trees which required an initial expenditure of labour to 
pant them, and after a certain period of growth yielded their 
truit in a given year and then died; and suppose, further, that 
the period between planting and fruiting differed with various 

larcTr frur'vC'" general a 

m methods of planting would be possible. 

arranged that this year labour should be dis- 
ibuted between planting some one-year trees, some two-year 

t some four-year, some five-year trees and 

ome fruit frorn this year’s planting. When the near future had 
been adequately provided for by the earlier-maturing trees, 
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labour would cease to be devoted to their planting and would 
be transferred instead directly to planting the most 

to Xting one-year trees, to yield fruit next year and so make 
next year’s income considerably larger than it could be. ceterts 
paribus, under {A)', or at any rate restricted 

and two-year trees. Then next year, or the year after, the 
planting of one-year trees could be abandoned, and the more 

bt, in so far as maximum productivity is reached ^re gradually 
the fruit of later years will tend to be smaller under (S) than 

“"on what considerations, then, will the choice between the 

two methods depend ? rnnre distant 

future always ha, a greater chance of being plentifully supplied, 
s^rthere IS the option of using part or all ot the investments 

of ib«rvemng years m Its m^ „frd;'a:d":he JmmedSe 

?„"ture'and‘wm be benefit'ed if this labour of , 0 -day and of the 

^ future is embodied m relatively short productive 

presses In other words, concentration of labour on shorter 
methods ‘will always benefit the .cur future at the expense o 

t ra7 ft: r io™ than it harms the distant future -, and it 
s ,h“ fact which may cause method (B) to be rtofey<=d- 
Mr. Armstrong has put it \vc can o y v 

"\?u: m^ *t"o.ure'';o“Uc: Kc"ome now by retro- 

make up in the 

t“tou"ion Tre'soinc ‘r'lLu^i. timTTmdWerent from those 

thich govern the distribution of resources through space. 


1 Op. at., p. 21. 
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ft IS clear iliat the essential differences between the ivi 

methods IS that method (B), by paying more attention to th, 

income of the earlier years, will tend to attain to the hiehia 

productivity of the moi-e advanced methods of production ;wv- 

slowly than vviil (e 3 ). Method (A), on the other hand, hv m- 

vesung earlier in production processes of a more advanced 'ivpc 

Will attain to a given higher level of productivity much somiw ’ 

at the expense of providing a lower income for the earlier veer-’ 

The more gradual method (S), in other words, represents di'c- 

path by which a given higher level of productivity can be 

attained with the smaller aggregate sacrifice. (The method of 

least sacrifice would, of course, be one which raised income so 

gradually as to attain maximum productivity at infinity ) But 

It does not by any means follow that the method involvim^ th- 

smaller aggregate sacrifice is the most economic: it may"well 

be advantageous for the community to incur additional sacrifice 

to purchase the benefit of attaining the higher level of productivity 

sooner and enjoying this higher level of income for a greater 
number of years. ^rcaier 

The method which attained to maximum productivity (or to 
given higher level of productivity) most speedily would un¬ 
seal [1^00 ^ ^ to a 

small income were of no greater importance than a similar 

addition to a larger income; since in this case the loss of income 
the ^ invariably be more than repaid by 

he earlier attainment of maximum productivity and tL con^ 
sequent gam of income m subsequent years. It is the fact that 

dtl T„ r "T one ro^nl .' 

dv^Jll m is usually more important than to provide a second 

possess a change of f„o.wea”-wh,!sh Z "• 

gradual method the appropriate course of action"^ WhT’*’ 

increases as the time for which labour is stored ut 
greater than the rate at which the importance of P 
income declines as the level of income rises If fh 
slower than the latter, a method which yields I tarT 
ntent of the higher level of product.vi.y/bu. 


z 
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sacrifice of income in the earlier years, will be preferable If 
the former is faster than the latter, the method which attains 
to the higher level of productivity at the most rapid po^ible 
rate will L preferable, since the large absolute addition to the 

income of distant years will then outweigh the 

income in the nearer years. It has been maintained that the 

importance of increments to income declines m greater pr - 
portion than increase of income: a statement which seems clearly 
m be true of increases of income near the starvation level 

increases at high levels of income. But it seems 
nm* unreasonable to suppose that, even if this be time of inter- 
mediate levels of income per head, the 

tn income does nor decline much more rapidly than the increase 
o, mcome whWn the range of per eapUa 

to advanced industrial countries. In this case ther p 

sumption that method (A) tvill be the most ^ 

situations which are such that the productivity of different forms 

of Stored.up labour increases In an ,=>PP'“'*‘r ^ 3 '““ 

than the time for which labour is stored up. In general, 
mav sav that periods which are technical epochs, in the sense 

rhat thL are very large possibilities 

of stored-up labour, will be periods in which method (^) 

most likely to be adopted. Part of the '“bo- 

::r r^a^i^ o-f^sjo:: ti;,; be-:er.o cr 

r^enc ng the construction immediately of more advanced, bu 

mcncing u . ^ r^mresses- since the earlier attainment 

more slowlv maturing, processes, since 

of the increased productivity resulting from the lat 

outweigh the loss resulting from a smaller investment m the 

former (with the consequent lower levels of production in 

noted that the difference between our two "^^^hods 

is accelerated sufficiently, will approximate 
IZd {A) and may be indistinguishable from it; particularly 
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if the latter is interpreted in the sense ot requiring a certain 
minimum income (and, a fortiori, if a graduallv rising niinimum) 
to be secured to the earlier years. When the t^vo mctfiods are 
so qualified as to approximate to one another in this way. there 
is a feature of method (B) which will gi\e it a superiority over 
method (A). In other words, if the only condition attaching to 
the two methods is that a certain minimum income is to be 
provided for the earlier years, method (B) will actually be the 
speedier method of attaining to maximum productivity. The 
reason for this is that method (B) gives priority to the satisfaction 
of the needs of the earlier years. The paradoxical result that 
maximum productivity is soonest reached by a method which 
refrains from immediately constructing the most advanced 
methods depends on the fact that, since the needs of earlier 
years can only be satisfied by means of the less productive and 
shorter processes, the more labour that can be concentrated at 
the outset on providing for the needs of these earlier years, the 
greater the speed with which labour can be released to be 
invested in the more productive methods.i It is like a party of 
rope-chmbers ascending a mountain; the top may be reached 
the sooner if the guide at the head of the party spends more 
of his energies helping up the slower members of the party 
than in accelerating the speed of his own ascent. When other 
considerations are equal, therefore, this fact will weigh in favour 
of method (B). But it remains true that, since method (A) is 
essentially the method by which, as a rule, the income of the 
earlier years is stinted in the interests of a more rapid attainment 
of higher levels of productivity, it is likely to be the appropriate 
path of development in situations where relatively large increases 

fnr anticipated by lengthening the time 

for which labour is stored up, or at periods in which political 

developmlnr”"' of 

* Of course, a certain preliminary increase of productivity is bound 

^hoTs Islrmtc^ei^irtr tutl^r 

productivity will be greater, cetenr un^rlTsi^c: “oul 
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B„ .h- adopri^n of tte method (-4) ”“*“ 0 ™ 

of .nves.. 

r^pproximacion lO c^nai y, Qurh a degree of 

,4m and producfvity o«r future 

foresight IS clearly impossible in adopted, 

rha, anything approamM.mB <0 L^. For 

and even then only “''“*'*‘44 only ^otioable method 

"h^tp «--io„ to 4w methods tahing 

place under 'hyP^P™/ ^^oLr method nould requrrc a 
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in which the labour-torce uf society requires lo lu divideti 
between this current lal>our and stored-up lalmur will Iw deter¬ 
mined by what has been termed the “technical coeilicicnts” of 


industry, w'hich will be relative to the state of technieiue In 
various industries at any one time and to the relative sizes ut 


diflFerent industries of varying technical coefficients. It is clear 
that the social labour-force is only being eniployed in the most 
productive possible way if no gain in productivity would result 
from transferring labour from current uses to stored-up uses. 
This implies that the product (valued in terms of current income) 
resulting from an additional application of labour as current 
labour (operating existing machines) equals the product result¬ 
ing from an additional application of labour as stored-up labour 
(valued in terms of anticipated future income).^ Let us assume 
that there is a gradual progression through various types of 
production-process according to method (B) as the usual path 
of development (broken by fluctuations) in an individualist 
economy. As long as new investment is taking place, the income 
of future years will be rising; and as more of the social labour- 
orce IS devoted to stored-up labour, the product (valued in 
future income) resulting from each addition in this direction 
will fall, while the labour available as current labour to work 
the existing machines will grow relatively more scarce and in¬ 
dispensable If only one type of stored-up labour were known 
and available, this transfer of labour to stored-up labour would 
continue until the product resulting from additional applications 
of labour in each of the two directions was equal. This is what 
may be called a point of capital saturation, at which the average 
producuvity of the social labour-force is at hs maximum^ But 
this maximum would represent a low or a high level of productivity 
according to whether this one and only known form of stored- 


^ represents a relation between future income 

and cun^nt income. 


“i'l' »l>at Mr. Mead. ha. 

larhS -otir r si“' 

capital . tor the reasons set out below. ^ 
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to retard (temporarily at least) development towards the point of 
maximum productivity by leaving less of the social labour-force 
available for new construction-work; and conversely technical 
changes which diminish the proportion of current labour to 
stored-up labour will tend to accelerate this development. They 
will not, however, affect the point of capital saturation itself; in 
the sense that this will still consist in the most productive known 
type of stored-up labour. Technical change will only shift this 
point if it creates a new type of construction which is absolutely 
more productive than any previously known and available—if it 
discloses a new mountain-summit to be mastered, higher than 
any which was visible before. 

It is to be noted that as progress towards this point of capital 
saturation occurs, the intensive utilization of existing plant and 
machinery by current labour will grow less; until at the point 
of capital saturation it will not be economic to carry intensive 
utilization by labour of existing plant beyond the point where 
diminishing returns to this utilization sets in. I’he types of 
stored-up labour which are in use will be so productive that it 
will pay to employ the major part of the social labour-force on 
maintaining or replacing society’s large stock of machines and 
equipment, and relatively little of it in the operation and utiliza¬ 
tion of machines. Labour, in other words, will have become 
predominantly a process of machine-controlling, wnth actual 
manual operations reduced to a minimum. What Mr. Meade 
has defined ^ as the points of “optimum supply of labour relatively 
to capital” and of “optimum supply of capital relatively to 
labour” will, at this point (but only at this point), have become 
identical (apart from possible unexhausted economies of division 
of labour in the finishing industries). 


a seq. and p. 273 seq. If one is speaking in terms of 

a flexible production-function”, it is to say that on any indifference- 

curve expressing such a function that point will be chosen which 
represents the greatest economy of labour (both in using and in making 
machines) to yield a given output. This would only represent the 
smaUest possible use of labour in operating machines if capital goods 
once made, needed neither repair nor replacement. Only then would 
It be the case that such goods would have to become “ free goods ” 
before the point of “ capital saturation ” was reached. 
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